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iMEMORANDUM FOR: Chief, Audit &taff
VIA: Chief, AS&T Audit Division -
© SUBJECT: OPM Audit Report E-83-001-Ex.3, 18 Feb 1983,

FEHBP Joseph E. Jones Agency Administrator

1. I have reviewed the audit report, the rebuttal from
Mutual of Omaha and the copies of the GEHA contracts with OPM. .
The report was also discussed with| |Chief, Insurance STAT
Branch, O/Pers by telephone on 5 May 1983.

2. The OPM audit report contains ten recommendations
concerning administrative expenses and two concerning claims
processing., Nine of the ten administrative expense recom-
mendations are valid; the administrator has accepted seven of
them although in two cases his computations are different from
the auditors. The tenth audit finding concerning budgetary
controls and an annual independent audit of the Jones Agency
records appears invalid as this requirement should be written
into the contract to be enforceable. The two recommendations
concerning claims processing transcend my knowledge of claims
however, I am against the changes as a GEHA member and believe
they are negotiable with OPM. The administrator does not agree
with the two recommendations.

3. The three administrative expense recommendations not
accepted by the administrator involve $120,700 of the total _
questioned costs of $122,468 for GEHA. These findings were: F

a. The Jones Agency improperly charged management
fees to the contract.

b. Officers salaries were recorded as direct charges
to the contract rather than charges to overhead.

¢, The adjustments to costs by OPM auditors for a & b
above resulted in adjustments to overhead charges of

$30,038; the Jones Agency computed overhead adjustments
of about $400.

On file OPM release instructions apply.
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STAT 4, | ltold me that a copy of the report and -
related materials has been given to an attorney,| | STAT
STAT for review and comment. The three other health

organizations reviewed during this audit have authorized OPM to
‘negotiate a settlement with the Jones Agency. GEHA may do the-
same depending upon the attorney's advise.

5. The negotiator, usually the contracting officer, is not
bound by the auditors findings. While they should be
considered during the negotiations the contracting officer is
the final authority on the settlement terms.
STAT
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BLLL -
Attached are Lettens from Inving Kator to OPM fon your review.

Harnis

o JOSEPH E. JONES AGENCY

MutuaL & UnNiTED oF OmaHA
I__ 1666 Connecticut Avenue

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090064higzton, D. C. 20009
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' LAW OFFIZES
KATOR., SCOTT & 1TELLILR
SUIT L SCG
1529 VERMONT AVENUE, N, w,
WASHINGTGH, D. C. 20005

202) 393 -3800

February 3, 1984

Kevin Burns

Assistant Director for Insurance Programs
Employee Organization Plans

P.0. Box 707

Washington, D.C. 20044

Re: Audit Report No:EF-8300-1
Joseph E. Jones Agency

Dear Mr. Burns:

We had no response from you with respect to the above-captioned matter.
If there is additional information you feel is neccessary, please lel me
know and we will be glad to provide 1t, Otherwise, we would appreciate
it if we could hear from you with respect to your determination on our
response to the audit exceptions.

As indicated in our previous correspondence, and for the reasons stated
therein, we believe that the exceptions have not been taken properly and
we request that you so determine. For your information, I am enclosing
a copy of our last letter on this subject to you.

\
]
¢ /

i /.
/
Singgyéliy// <=

| / oy
Irying/Kator’

/s

f

IK:1d
Enclosure
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September 26, 1983

HAND-DELIVERED

Kevin J. Burns

Assistant Director for
Insurance Programs

Office of Personnel Management

1900 E Street, N.W.

Washington, D.C. 20415

Re:  Joseph E, Jones Agency
Dear Mr. Burns:

As I had previously indicated to you, I have taken a closer
look at the legal issues raised by the 1983 Audit Report chal-
lenging the managment fee charged by the Jones Agency. After
doing so, I remain convinced that there ig no legitimate legal
basis for disallowing the fee.

As an initial matter, it must be stressed that the Audit
report deoes not challenge the reasonableness of the charge;
rather it merely Suggests that, however reasonable, such charges
are not legally compensable. As we understand it, however, OPM's
General Counsel has already resolved the question of the legality
of such management feen, And, since that office has determined
that the management fee i3z an allowable cost under the FEHBP, it
would seem that the matter should be deemed closed and the fee
allowed.

Additionally, it ig significant that the issue of the
management fee is the identical question raised in an earlier
audit challenging the fee fFor the 1974 and 1975 contract vyears.
By letter dated February 5, 1981, the Jones Agency was advised by
OPM that "[A]fter review and discussion we have decided to accept
the management feeg for the two vyears in question as reasonable
charges against the contract." It is well established that when
the government ig advised of the contractor's interpretation of a
contract and the government accepts this interpretation, it is
bound by that interpretation. Appesi of Astro Dynamics, Ir..,
NASA BCA 1067-38, 74-1 BCA 10634 (1972); Eppeal of American
Llectric, Inc.,, ASBCA 16635, 76-2 BCA 12151 (1976}, Here, the
Jovernment not only acquiesced in an interpretation of a contract
provision, but it affirmatively dpproved of a charge bhased on the

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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KATOR, SCOTT & JIELLER

Kevin J. Burns
September 26, 1983
Page 2 '

proffered interpretation. In such circumstances, reliance upon
that interpretation by the Jones Agency was clearlv reasonable
and the government is surely cstopped from suggesting otherwise
or from penalizing the agency for acting on the basis of that
interpretation. See Penn-Ohio Steel Corp. v. United States, 96
Ct. Cl. 1064, 1093-39 (1965); Appeal of Covington Industries,
ASBCA 12426, 68 BCA-2 7286 (1968). Thus, by accepting the
management fee for the years 1974 and 1975, OPM cannot now come
back and challenge the fees for subsequent vears. The Jonus
Agency is entitled to rely upon OPM's acquiescence at least until
such time as OPM provides formal notice that it no longer concurs
with Jones' interpretation of the contract.

A case posing virtually the identical facts was recently
decided by the Armed Services Board of Contract Appeals. In
Appeal of Blue Cross Association and Blue Cross of Virginia,
ASBCA 25776, 81-2 BCA 15,359 (1982), the Board of Contract
Appeals held:

During the period 1971 through 1973 [the
contractor] used the identical allocation
method now in dispute. The government audit
report for those years * * * took no excep-
tion to any of the amounts claimed . . . for
those years.

* k k Kk %

Therefore the Government audit acceptance of
the computation and allocation methods for
calendar year 1973 represented not only a
contemporaneous interpretation of the sub-
stantially identical provision existing prior
to the 1973 contract, but also an interpreta-

tion of the operative provisions of the 1973
contract itself,

As can be seen, the Board of Contract Appeals held that not only
was the government estopped from challenging the computation and
allocation method in issue, having previously indicated it accep-
tance thereof, but further the government's previous acceptance
of the method represented a construction of how the contract was
intended to operate in the future. Just as the government, hav-
ing previously acquiesced, could not come back and challenge an
allocation in the Blue Cross case, so too is OPM bound by its
previous acceptance of the management fee in this matter.

Indeed, the case here is stronger, since the OPM approbation of

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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HKATOR, SCOTT & TNELLER

Kevin J. Burns
September 26, 1983
Page 3

the charge comes not only from passive acquiescence, but addi-
tionally, from an affirmative allowance of the identical fee.

For these reasons we strongly urge OPM to allow the manage-
ment fee charged by the Jones Agency. Foremost, the Audit Report
challenges only the legality of the management fee, and this
issue has.been decisively resolved in our favor by OPM's General
Counsel. Beyond this, OPM should be estopped from challenging
retroactively the propriety of the fee, since it previously indi-
cated acceptance of it.

I am hopeful that this letter will resolve any remaining
questions you may have. Since the audit has already extended
beyond the ninety-day limit imposed by Pub. L. No 96-304, I am
also hopeful that we will be able finally to settle this matter
soon.

Please contact me at your earliest convenience so that we
may discuss any remaining questions.

Very truly.yours,

’, C:Cijlﬁf’r

Irving Kator

IK:nbi

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6



A
pproved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6

fﬂ‘Ol:lmhnnf@

Peaple you can count on...
Life Insurance Affiliate:

United of Omaha

JOSEPH E. JONES AGENCY
1666 CONNECTICUT AVE, NW

WASHINGTON, pc 20009

G. E. H. A,

PERSONAL PLEASE

A
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\_Health Association *

Post Oftice Box 463
Washington, D.C. 20044

11 MAY 1983

Office of the
Prasident

A

Mr. Kevin J. Burmns . _

Assistant Director for Insurance Programs
Office of Personnel Management
Washington, D.C. 20415

Dear Mr. Burns:

, ‘1 have received copies of the Office of Personnel Management's audit
report on the Joseph E. Jones Agency. In the cover letter accompanying the -
report, you stated that all outstanding audit findings must be resolved

within six months of the date the audit is issued. -

I understand that you have had discussions with representatives of the -
Joseph E. Jones Agency in an effort to resolve the outstanding audit findings
relating to the other federal health plans administered by the Jones Agency.
Because the same basic issues are involved in the audits of the other planms,
we Tequest that you expand the scope of your discussions with the Jones Agency
to include the outstanding findings relative to our contract. This will ensure
uniformity in applying the final findings to the various plans. - '

We would like the opportunity to review the situation again after you

. have completed negotiations with the Jones Agency and have made a final
.determination with respect to the outstanding findings.

Sincerely,

USTAT

PISTRIBUTION:
Original - Addressee
1 - DD/Pers
1 - C/BSD
1- C/IB

STAT DD/Pers/SP 0 May 1983
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Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-J
?fEﬁlORANDUM FOR:

pproved For Release 2006/02/10 : CIA-FQE’F’86-00964R000200090(m1-6

~namat . _ . USE PREVIOUS @GPO : 1981 O - 345-783




i $D[Cots ?aujs

Approved For lease 2006/02/10 : CIA-RDPSG_0.0S.GARD.QQZQQOS.QQOJ -6
/%am\ /M

L»W ' -

N
e N -

Approved For Release 2006702/10 “CIA- RDP86 00964R000200090001-6

J
°t

STAT

STAT



Release-2006/02/40-~GHi-RBP86~00964R060200080001-6

Appr Z B B AalAr 2 o
ROUTING AND TRANSMITTAL SLIP

18 May 1983
TO: (Name, office symbol, room number, ,( Inltialﬂ Date
uilding, Agency/Post) |
1. DC/BSD AR ]%.’S

2. C/BSD Q—Zf' |

8 EA-QEASP | ?ﬁ

4.

. C|BSD
Action File Note and Return
Approval - For Clearance Per Conversation
As Requested For Correction Prepare Reply
Circulate For Your information See Me
Comment Investigate : Signature
Coordination Justify

REMARKS

, FYI, attached is a copy of response we got
from the Audit Staff on their review of OPM's report
on the Jones Agency.

DO NOT use this form as a8 RECORD of approvals, concurrences, disposals,
clearances, and similar actions )

FROM: (Name, org. symbol, Agency/Post) Room MNo.—Bidg.
STAT | | 915 Ames,

Chief, Insurance Branch &l
Approved Eor Release 2006/02/10 : cmﬂ‘a’ﬂﬁ&ﬁ'ﬁmﬁ@g@%ow&om

% GPO : 1981 0 - 341-529 (120 FPMR (41 CFR) 101-11.
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+o - JAS Requested For Correction Prepare Reply -
L i Rirculate For Your Information See Me
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Coordination Justify
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7 March 1983

NOTE FOR: DD/Pers

Attached is a letter from OPM transmitting their audit report of
the Jones~Agency for the years 1976 through 1980,
acknowledged receipt of the report by telephone, advising them that
although the letter is dated 15 March, he did not receive it until
1 April). The audit involves all of Jones' FEHBP activity, not just our
plan, and therefore has us facing the same issue as does the National
Alliance of Postal and Federal Fmployees, the American Foreign Service
Protective Association, and the American Federation of Government
Employees. A number of issues have been raised in the audit. The Jones
Agency has concurred in the audit findings of most of them - on two they
are still in disagreement. They are: the allowing of management fees
as an administrative expense, and the method of charging officers!'
salaries. The former is by far the most significant sum totalling

STAT

$541,673 for all years for all plans, and $82,427 for ABP alone. The Audit C{x{‘iﬁ%’§>
v -

Report and attachments make the case for both sides. Jones has his attorney
working on the matter and wants our OK for them to deal directly with OPM.
You may wish to get a legal opinion on that, but it seems a little

academic at this point since they have been dealing with each other for

over 2 years on this audit. (Note that OPM sent a draft to Jones dated

16 March 1982 and Jones responded to OPM on 11 June 1982).

It appears to me that somehow we have to determine the position the
other 3 organizations are taking and work together. I see the major
issue as: ''Is the charging of a management fee an allowable expense or not?"
Great legal minds are already working on that at OPM and at the Jones Agency.
I don't know what we would do if we, the AFGE, AFSPA, and NAPFE are not in
agreement.

T also think we need to reassess GEIA's relationship with OPM. Their
letter says we are the prime contractor and it is up to us to resolve the
contested points of the audit. While this has always been fact, it has
not been practice. We have in the past relied on OPM to verify the accuracy
of the annual accounting statement. OPM is now suggesting that an independent
auditor be employed by us in the future to satisfy ourselves as to the
accuracy and appropriateness of those statements. In view of OPM's position
with respect to this audit, and the fact that years elapse before they perform
their audits, it might be a good idea for us to hire an auditor. However,
there is then the possibility that our auditor and the Jones Agency have

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6



Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6

irreconcilable differences, or we could rely on our auditor's OK only
to find out 5 years later that this is at odds with OPM's audit staff.
thing is clear, auditing on a more current basis would certainly help.

One

STAT

Attachment
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4 April 1983

NOTE FOR: Deputy Director of Personnel

FROM: | |
Chief, Insurance Branch

STAT

1. Attached is a letter from OPM transmitting their recently
concluded audit report of the Jones' Agency. Although the letter is
dated 15 March, we did not receive it until 1 April. I have provided
acknowledgement of our receipt to Kevin Burns' office via telephone
advising them of late receipt. We have not had a chance to review this
in depth, but thought you should be aware of its existence.

2. I have talked to Harris Havard about the report and he advises
they also just received it. The report has been turned over to their
lawyer. Harris stated that a number of the recommendations have been
or are being resolved. However, the issue of the 'management fees"
assessed by Jones still is under contention. (Naturally, this is the
issue involving the most money.) Harris also indicated they will get
back to us with their recommendation for handling the response to OPM.

His initial thought was that perhaps Jones and Mutual should deal directly
with OPM. I think we need such input to determine what part, if any,
we should be playing in this matter.

3. I told Harris we would wait for him to get back in touch before
we took any action. In the interim, we will review the attached and
prepare a summary of the recommendations and required actions for use
in possible further discussion with Jones and OPM.

STAT

Attachment

Al BISIBALIVE ~ TNTERIAL USE oMLY
Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6



Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6

(aa Unite.d States
é > » Office of
% Personnel Management  washington, D.C. 20415
‘983 In Reply Refer To: Your Reference:
MARR |5 o
STAT ' )
STAT

Enclosed are four copies of the Office of Personnel Management's audit
report No. E-83-001-Ex. 3, dated February 18, 1983, on your third party
administrator, the Joseph E. Jones Agency. This audit was conducted by
representatives of the Office of the Inspector General pursuant to
Contract No. 1065, 5 CFR Chapter 1 Part 890 and 41 CFR Chapter 1.

I would appreciate an acknowledgement of your receipt of this report
within 10 days.

This audit is one of four companion audits which examined the entire
Federal Employees Health Benefit business of the Joseph E. Jones Agency
for the years 1976 through 1980. Separate audit reports detailing
findings relative to their plans are being concurrently sent to the
following:

National Alliance of Postal and Federal Employees

American Forelgn Service Protective Associlation
American Federation of Government Employees

The Government performed the audit of Joseph E. Jones' entire book of
FEHBP business for reasons of efficiency and to ensure consistency in the
audit process and uniformity in applying the findings to the various prime
contractors. However, in resolving the findings the contracting officer
may deal only with those parties with whom he has a contractual rela—"
tionship, i.e. the prime contractor. As the prime contractor you are
responsible for resolving the'findings relative to your contract which are
contained in the enclosed audit report.

While the Government will be looking to you to resolve the findings
relative to your contract it should be pointed out that the same basic
issues are repeated in the other audits - only the amount of the dollar
findings vary because of the differences in the plans' sizes. Because of

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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the similarity of issues and the fact that they all involve one sub-
contractor, Mr, Larry Keck of Mutual of Omaha which has purchased the
Joseph E., Jones Agency has agreed to act as the subcontractor's
coordinator in resolving this series of audits,

Public Law 96-304 requires us to resolve all outstanding findings within
six months of the date the audit is issued or August 17, 1983 in this
instance, Please submit your comments, 1if any, within 45 days from
receipt of this report.

Sincerely yours,

/ AP
evin J. Butns

Assistant Director
for Insurance Programs

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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(((’,:: United States
S, » , Office of
9  Personnel Management  washington, D.C. 20415
In Reply Reler To. Your Reference:
) EXHIBIT 3

AUDIT REPORT

Federal Employees Health Benefits Program
Joseph E Jones Agency - Adninistrator:

Government Employees Health Association, Inc.
¥ Association Benefit Plan '
' Plan 42, Contract CS 1065

=

Washington, D.C.
SEB 0
Report No. E-83-001- Ex. 3 Date 3 18 182

<4

Jbseph W. Lowell, Jr.
nspector General -

Approved For Release 2006/02/10;: CIA-RDP86-00964R000200090001-6
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In November, 1981, we completed an audit of the Federal Employee Program (FEP)
operations at the Joseph E. Jones Agency for the years 1976 through 1980. The
audit was conducted pursuant to 5 U.5.C. Ch. 89; 5 CFR Ch. 1, Part 890; 41 CFR
1-15 and the terms of Contracts CS 1061, 1062, 1065 and 1164.

The Joseph E. Jones Agency is composed of three affiliated companies'as follows:

Joseph E. Jones Partnership,
United Insurance Services, Inc. and

International Insurance Counselors, Inc. -

_ . . ) 9
While the total charges to the FEP contracts are generated by all three of the -

affiliated companies, the principal contract administrator appears_to be Joseph
E. Jones, individually (i.e. none of the affiliated companies is contractually

responsible for the administration of the FEP contracts). Currently the Admin-
istrator is servicing the AFGE Health Benefit Plan, the Foreign Service Benefit
Plan and the Association Benefit_Plan. Accordingly, FEP subscriber clainms sub-
mitted to these Plans are processed and pald by the Administrator. Until Janu-
ary ‘1, 1978, the Administrator also serviced the Alliance Health Benefit Plan.
Currently the Alliance -Plan is administered by the Mutual of Omaha at its Group

The Plans are all underwritten by the Mutual of Omaha Insurance Company, Omahé,
Nebraska. Joseph E. Jones (individually) is the Mutual of Omaha - Washington

- Mgtropolitan Area General Agent (i.e. all Mutual of Omaha insurance written in

the Washington metropolitan area is written through Joseph E. -Jones).

Approved For Release 2006/02/10 ; CIA-RDP86-00964R000200090001-6
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The Associa»e\mmedannRamsetsoe@mwmlebh%élessﬂR%ﬁzBBaé:gEﬁ% Health
Association, Inc. (GEHA) under OPM Contract CS 1065. The Association Benefit

Plan is open only to members of GEHA and no associate memberships are offered
to other Federal employees. The Administrator processes arnd pays only those
claims submitted by retired members of GEHA. Healih claims for active members

. of GEHA are processed and paid under other arrangenents. o
- Joseph E. Jones has -acted as Administrator for these Plans since the inception
of the FEP program. Previous audlts of the Administrator’s operations were re-
ported in conjunetion with audits of the sponsoring Organizations and all pre-
vious audit findings have been resolved.

We issued a Draft audit report (Report No. E-82-003 D) detailing the tentative
findings from our audit on March 16, 1982. The Administrator responded to the
Draft report on June 1}, 1982. The Administrator s comments on the audit findéfJ,
ings were considered in the preparation of this report arnd are included, in their
entirety as Appendix A to this report. B :
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II. SCOPE OF AUDIT

The audit was performed in accordance with generally accepted Government
auditing standards and included such tests of the accounting records and

_such other auditing procedures as were considered necessary in the circum
stances.

The audit consisted of a survey and review of the claims processing
systems and procedures used at the Joseph E. Jones Agency to determine
if benefit payments sre substantially in compliance with allowable bene-
-fits offered by the Plans and that such payments were made in a timely
and efficient manner. ' ‘ The review of the Administrator’s claims pro~ .
cessing systems was accomplished through the evaluation of a survey
questionnaire developed by OPM*s Insurance Audits Division. The survey
questionnaire was based on provisions of the Contracts and Brochures in-
volved and on OPM s regulations as contained in Part 890 of Title 5 of
the Code of Federal Regulations.

In addition, we selectively reviewed adninistrative expenses charged to
the Contracts for the years 1976 through 1980. Our review of administra-
tive expenses was based on the terms of the Contract and the cost prin-
ciples prescribed by 41 CFR, Part 1-15 to determine the allowabllity, .
allocability and reasonableness of the charges to FEP.

The objectiveb of our audlit were to determine whether-cosis were charged
to the FEP and services were provided to FEP subscribers in accordance
with the terms of the Contracts. We also sought to determine if the
Adninistrator™s policies and procedures resulted in efficient, effective
.and &conomical operations.

bl
<
n
~
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: III. FINANCIAL DATA
- | - ASSOCIATION BENEFIT PLAN |
HEALTH BENEFITS PATD BY CONTRACT YEAR T

‘$9,667,.31‘8>--$11b,263,039 $12,590,008 $13,213,792 $14,991,929 $61,726,086

ADMINISTRATIVE EXPENSE CONTRACT CHARGES- -

$ , 75,007 § 85,206 $ 176,950 §$ 224,131 $ 329,638 $ 890,942

Y
¥
- i T
. - .
N
e .
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IV. SUMMARY OF RESULTS OF AUDIT

'

Our review”df'FEP operations performed by the Joseph E. Jones Agency resulted
in the followling: _ ' : e o

A

1.

Administrative Expenses

'b. For 1976 through 1978, the Administrator charged FEP $13,022 for -

(

a. FEP was improperly charged management fees of $541,673 during 1976

"~ through 1980. The EE? contracts do not provide for a management fee
charge and the amounis charged were unllaterally determined by the
~ Administrator: (Audit Finding 1) e g o

. rent which was 1un excess of the costs of ownership of the premises
occupied. Such excess charges for rent are not allowed under the
- FPR™s. (Audit Finding 2) R

éi”Ihji976rénd l979,'$7S;S22'in officers™ salaries was inappropriately
charged directly to FEP. The officers™ salarles should have been

7~ allocated to FEP through overhead. (Audit Finding 3)

d. FEP was overcharged $9,078 for reapportionment ratio errors in 1977

add 1979. (Audit Finding 4) _ H

e FEP was overcharged for depreclation (35,733 in 1977 and 1979) and

rent ($3,404 in 1977) and was undercharged for legal and accounting
-~ expenses ($1,200 in 1977).‘(Audit_Findings 5, 6 and 7)

~T e

: f. During 1977, 1978 and 1979, FEP overhead was inappropriately charged

“ for legal and accounting expenses, and in 1978 FEP overhead was charged
... duplicate rent charges. (Audit Finding 8)

" to $182,901. (Audit Finding 9)

SO ST P s e 4 o o frama i Shiough £ :
. g+ Overhzad edjustments due FEP as & result of 1iems ‘a Fhiough f e ounis

. The Administrator needs io implement additional financial management

‘techniques to enhance the financial management of FEP operations.

‘Claims Processing

n gy

Ve féund the Adminisfrator"s clajims processing poliéiés and pfocedures

“to be—genérallnyatisfabtory. Recommendations are made which we believe
.. will more adequately identify (1) duplicate billings, (2) claims which
" ‘are not medically nqcéSSary‘( ) worker™s compensation clalms ‘and (4)

* physical examinations.” W& ‘also recommended changes in the procedures

1., for determining reasonable and customary physician fees and in the ad-
©“ministration of mental_3ndfﬁ?rV9QSLpenefits._  '1- k B

PR P e e pm

“5m

%

4
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V. AUDIT FINDINGS

[

A. ADMINISTRATIVE EXPENSES -- -

1.

Wemagement Fees . 541,673

For the years 1976 through 1980, the Administrator claimed, as an administra-
tive expense against the FEP contracts, management fees of $541,673, as fol~
lows: SEERIEE o - , _ g .

1976 1977 1978 1979 1980  TOTAL v

' Management Fees $56,467 $100,359 $92,651 $140,206 $151,990 $541,673

Our analysis of the management fee disclosed that the fee increased 169 percent
over the five year period, although the number of subscribers decreased by 53
percent between l977 and 1980',’ _ o - .

The Administrator™s concept of management fee first appeared in 1974 following

the OPM Contracting Officer™s elimination of Agents™ commissions from the
_health bepefits contracts underwritten by Mutual of Omaha. Contracts in effect

in 1972 and prior specifically provided for payment of commissions, based on
a percentage of premiums, as allowable costs under the contracts. In 1972, the
Contracting Officer informed all affected parties thal coumissions would no

Jonger be allowed under the contracts after 1973, but in order_ to allow the

underwriter and the agent time_to accommodate the change, OPM [then the U.S.

Civil Service Commission (CSC)] agreed to contract for a flat sum commission

payment for 1973 equal to the amount of the commission allowed for 1972. The
commissions were eliminated because CSC believed that there was insufficient
justification for a percentage commission which increased in relation to pre-
micene apd which bore nu relationship to the valwe of the agent™s serviceas. Fur~
ther, €3¢ stated that the cost of any services that actually benefittel the FEP
and was covered by the commissions could be recovered as a valid charge to the
administrative allowance. The CSC estimated that the elimination of the com-~

missions would save the program significant amounts of money in subsequent

- years.

The firsf year following the elimination of commission payments the Admin-
istrator introduced an anmual management fee as an administrative expense

“under the contracts. During a 1981 meeting between the Contracting Officer

and the Administrator™s Comptroller, the Comptroller admitted that the man-

' agement fee was introduced as a substitute payment for the Agent™ s commission
 which was eliminated from the contracts after 1973. —_ I

.,,

Acéordingly,'we believe that the Administrator’s charges for maﬁagement fees
are inappropriate and are not consistent with the CSC™s Contracting Officer s
intent. The purpose of eliminating commissions from allowable.costs under the

-

6
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the contracts which were not based on a benefits received concept.

In addition, .from 1974 forward, provisions of the administered contracts provide
for allowable charges as follows:

'ZfIter_ ‘Hjjﬂ‘ N ._N,"G ‘ ~ Amount
(1) Administrative Chargeec” ; o ¢“Actua1d“5ﬁt not to exceed 2.6%
- Organization P ' of total subscription charges

for the contract term. {(Percent-
. age allowance may vary under
,speciflc contract)

(11i) Administrative Charges @~ Actual, but not to exceed 4.0%
Underwriter ' ' ’ of total subscription charges
' for the contract term. (Percent-
age allowance may vary under

f‘;i f?l_h:ffr , S specific contract)
(iii) Taxes - - - Actual
€iv)- Servicecbhergéﬁ;._wt:‘{;.:j S (Fixed dollar amount negotiated -

for each specific contract)"
'(Parenthesis added)

The Colitract further states that, ""Admlnistrative Charges‘ means the amount
of expenses incurred in the admlnistration of this contract including, but

not limited to, the cost of maintaining the.eliglbllity files for coverage
under this contract, the cost of investlgation and settlement ¢of claims under
this contract, and the cost of making accounting and statistical reports.
admﬁrwetra+ive expenses allocated to this contract will, be actual, necessary,
Ak s mas detevmins d AN AN cqpitable and reasonable basis, wisa prepe.
Justlficatlon and accounting support. . The Federal Procurement Regulatlone, 41
CFR, Part 1-15, shall apply-in the determination of acccptable adminlstrative
expenses. A R L e

L..

R

As noted above, the contracts do not specifically recognize the role of the
Administrator for either admlnistrative charges or service charges.. The Ad-
ninistrator (in practlce) operates under the administrative charge allowance
. provided for the Underwriter. It should also be noted that the contracts .
only provide for a profit (service charge) that_ is payable to the sponsoring
organizations who are responsible for. distribution of the funds‘ the under-

L Mriter: 9rwgthe1wise (not controlled by OPM) For the years involved, “the -

managenent .fee (proflt) ciaimed by the Administirator is profit over and above
the amount prov1ded for in the contracts and, therefore,. represents a violatlon
of the Contract.g‘ ,f;,..»jﬂ-; e aTet e e e el

AR et P T Y R S

Y
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It is our opinion, therefore, that any profit awarded to the Administrator
should be applied against the profit provided for in the contracts, thereby
reducing the amounts due to the Underwriter. In addition, we believe that
any additional profits (in addition to the service charge) which are claimed
by the Administrator or others under the contract must be approved in advance
" by OPM and should be formally recognized in the prime contract. We found no
evidence that the concepit or the amount of the Administrator™s management fee
was negotiated or approved by any of the principal parties to the contracts. .
It appears that both the concept and the amount of the charge was unilaterally;}
determined by the Admlnistrator. .

Administrator s Comments: = .
(See Appendix A for the full text of the Administrator s Comments)

The Admlnistrator stated that tye auditors misinterpreted the intent and the
effect of the Contracting Officer s elimination of commissions from the
contracts in 1974. The Administrator contends that the change was primarily
to change the method of payment of the commissions from a percentage of pre--
miums to actual costs incurred in servicing the FEP. The Administrator takes
jssue with the auditor™s statement that the elimination of commissions was
intended to result in a savings to the program. The Administrator states
that prior to 1974, the commissions were for "... the necessary services per-
formed in administering the FEHBP" and that there was no objection to the eli- =
mination of the commissions "... providing payment was made on the basis of
actual and necessary costs incurred in servicing the FEHBP"., The Administrator
quoteg from the Contracting Officer s letter as follows: S

The actual expenses incurred for identlflable services,
whethcr parformed by the agent or the underwriter, which
are necessary o vhe adminisiration of the contract and

-: policy would be a valid charge to the administrative ex-
pense allowance. S . e e N

"The Adnministrator contends that. the management fee is payment for necessary

services and "... does not represent a profite...”. The Administrator feels,

however, that subcontractors are entitled to a profit and that such profits

should not be included in the service charge payable under the contract. The .

Adninistrator believes that payment of the management fee is in full compliance

with 41 C.F¥.R., Part 1-15 because that part specifically refers to payments to

subcontractors and authorizes costs as an allowable charge to the contract to

the extent that the allowance is consistent with the relevant subparts. The

. Administrator stated that the managcoment fee has been the subjegt of negotia-

‘tion between the Jones Agency, the contractors and the Contract;ng Offlcer.

The Administrator then points out that thg Contracting Officer,sby le

. dated February 5, 1 1981, accepted the concept of charglng a management fee

T Tt

to the ccntract for 1974 and 1975." 2

-
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Inspecfdf Ceneréi*s (iG) Repiy fQ Adninistrator™s Commentéi

We do not believe that we have misinterpreted the Contracting Officer™s
intent in eliminating commissions from the contract. The facts sur-
rounding the contract change clearly show that the purpose of the
change was to eliminate unnecessary charges from the confract and that
savings would be realized from the change. The anticlpation of savings
under the contract is evidenced by an internal memo from Mr. W. P.
Gulledge (formerly Chief of Employee Organizations Division), dated
March 1, 1973, as follows: L o . :
~"¥e have also entered into agreements with carrlers who
have a commission to pay a flat sum for 1973, equal to
-“the amount of the commission in 1972. ... We have in-
. formed those carriers that it is our intention to elim-
.- inate commissions for 1974, and that any payments to
. brokers will have to come out of the insurance and/or
- ‘service charge. :

fJ.;'Ailngf“¥hés§ §6fionéaamount fé a’éavings:ih the Program
of approximately $2,499,}0@.9ﬁ i

As can be séen‘fQOm'the:ébo#e;'a'savings to the FEP was anticipated‘upon
diiminating commisslons from the contracts. The Contracting Officer

o did, however, inform all parties that any costs which are necessary for

~ paid to the eduinistrator, therefore,

the administration of the contract and which were previously included Iin
commissions would constitute allowable administrative charges to the
contract. This, of course, means that such charges would require docu-
mentation and support to the same extent as other administrative charges.
The Administrator states several times in hils comments that the commissions.
{and now the magagement_fee) were for "actual and necessary costs Incurred’
S servicing the FEHBP." However, ika Mampinistrator .:s not provided suy
documentary evidence of the services provided or the cost of such services.

BT T R AR A S € TR A R S T R T R L

Although %he Administrator. contends that the management. fee does not repre-
sent profit, we believe that, the amount 1s purely profit and we continue
to believe thatﬁihe'dnl& profits allowable under the contracts are repre-
sented in the contracts’ as service charge. The gservice. charge is paid
to the contractors (Organizations) for distribution as they see fit. OPM
has no control on the use of the service charge awards. Any profit to be
: n 1t should be’paid from the.service =
charge. This IG position is substantiated by the above quoted V. P.
Gulledge memo (last sentence, first paragraph) and is also based on cor-
respondence pfpfqrggr_high.levgl OPM officials who addressed the problem
of profit for third pirty administrators. In this regard, we note that

Mr. Ruddock (former CSC Contracting Officer) informed another Employee '~

'OrganiZafion”plan'thétithir@'pérﬁy administrator profit shall be paid
from the negotiated flat-sum serviee charge. In addition, early nemos
from Mr. Sol Papperman (former Chief of Legislative and Policy) and from

Mr. Travis Mills (former Asistant General Counsel) set forth the principle

Approved [:or Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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that charges for profits do not constitute allowable administrative charges
to the contracts and that the only profits provided for are in the form of
the negotiamted flat-amount service charge. We add to the above, that es-
tablished and proper contract accounting principles dictate that profits
be accounted for separately from adminlstrative and other costs. iSectiona
3.5 of the audited con¥racts define administrative expenses in accordance
with such principles. ’

Finally, the Administrator states that the management fee has been negotia-
ted with the contractors and with OPM. The Administrator, however, did not
provide any evidence of negotiations and we continue to belleve that the
amounts charged were unilaterally determined by the Admlnistrator.

The Contracting Officer ] allowance of the management fee charges for 1974
and 1975 wvas based on advice from the Insurance Audits Division contained
in a memorandum dated February 10, 1981, as follows (in part)

"For the years involved (1974 and 1975), we felt that the
combination of salary and management fee paid to Mr. Jones
resulted in compensation-that was somewhat high, but we agreed
to accept the amounts for those years because of the period

" involved and because our opinion of reasonable compensation.
would not be signlficantly less. Our acceptance of the
anounts for 1974 and 1975 does not constitute our concurrence -
of the management fee concept or its method of computation.™

Recommended Corrective Action:

v . ) . . . " : Lo :
We recommend that the Contracting Officer disallow the management fees (and

applicable overhead) charged to the FEP contracts by the Administrator for
the periods 1976 through 1980. The amounts so charged chould be credited to
FEP on the next Annual Accountlng Statements submitted by the administered
Orgnnizations.

Rent versus Ownership C . i ' o . T 813,022

Our audit disclosed that for the years 1976 through 1978, the Administrator

‘ overcharged FEP, as direct charges against the FEP contracts, $13, 022 for

rent which was in excess of the costs of ownership, as follows.

. 1976 2977 1978 TOTAL
Excess of Rent over e ' T
Ownership (Direct) S $ 772 $10 548 181,702 813, 022

_ Quéstioned overhead charges applicable to the unallowable rent overcharges are

included in Audit Finding A. 9 (Overhnad Adjustments). ¥

%

Adninistration of the FEP programs is conducted in their entirety at 1666
Connecticut Avenue, N. W, Washington, D.C.. The ownership of the building

Approved For Release 2006/02/10 :; CIA-RDP86-00964R000200090001-6
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at this location is considered to be under common control of ownership with
the Administrator, Joseph E. Jones. The building is owned jointly by the
Joseph E. Jones Partnership (as a partnership landlord) and a corporation.
The partners of the Joseph E. Jones Partunership are Joseph E. Jones and his

wife, each partner owning a 43 percent interest in the building. The remain-

ing 14 perceni ownership of the building is held by a corporation which, in
turn, is also fully owned by Joseph E. Jones and his wife.

Since the building is wholly owned (directly and iﬁdirectly) by Joseph E. Jones,
we believe that the requirements of the Federal Procurement Regulations (FPR“s),
41 CFR, Pari 1-15.205-34(g), are applicable. These provisions state, in part:- *

| 4

"Charges in the nature of rent betweer any division, subsidiary,

or organization under common control are allowable to the extent

such charges do not exceed the normal costs of ownership, such as

depreciation, taxes, insurance, and maintenance (excluding interest

or other unallowable costs pursuant to this Part 1-15)..." -

-~

Accordingly, we believe that FEP contracts administered by Joseph E. Jones were
overcharged $13,022 for rent in excess of ownership costs during 1976, 1977 and
1978. ,
: ¥
Administrator™s Comments:

\\JThe Administrator concurred with the finding.

y
Recommended Corrective Actions: -

a. Ve recommend that the Contracting Officer disallow 813,022 for the rent
charged in excess of the cost of ownershlp (plus applicable overhead
charges) which have been charged to FEP contracts adminlstered by the
Administrator. - T S _

b. UM nuwomts disallowse shouid be credived v the administered riP
contracts on the next Annual Accounting Statement submissioms.

B AL T VS T - e e - . c-

Officers™ Salaries $75,522

During 1976 through 1979, the Aduinistrator inappropriately charged a portion
of officers™ salaries as a direct charge to the FEP contracts. Officers” sal-
aries are, by their nature, considered to be more properly charged as indirect
costs through overhead allocations. The incorrect charges, for the years in-
volved are: T o : '

1976 1977 1978 1979 TOTAL
Officers”

Snlaries (Direct) $14,947 $22,079 $15,%28  $23,168

v
Gl

$75,522

e 4

vyt PR I L 4 t
RS AT TR ML R s
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Questioned oVerhead,;espitipg fppﬁ the improper charging of'officers;;§a1aries
~ ag direct charges to |the FEP contracts are included in Audit Finding A.9 (Over-
head Adjustments). . : :

Administrator™s Comments:

"... officers salaries should have been apportioned on the basis of the Direct
Salaries Method which is acceptable under %the principles of cost accounting
adopted by this Agency as of 1974. This method not only relates management s = .
 dollars %o those of production, but also maintains consistency - which is a v
fundamental requirement specified by the Federal Procurement Regulations.. :

" "In recognition of the above comment, officers salaries for 1980 were adjust-
ed on the basis of Direct Salary Ratios. This produced an undercharge of
$30,946 which, together with an adjusted overhead credit credit (sic) of
$22,424, will be included with ouwr Annual Accounting Statement for 1982 as

a prior year s adjusTment of $8,522 (increase).” ¢

3 Inspector General’s ﬁeply to Administrator™s Comments:
i

| _
As stated in the audit finding, we determined that the Administrator improperly
charged FEP contracts $75,522 for officers” salaries for 1976 through 1979 as a
result of charging o ficers” salaries directly (i.e. via the Direct Salary Ratio)
to the FEP. For 1980, the Administrator had charged officers™ salaries according
to our recommended method, but in his comments has stated that 1980 will be ad-
justed to the Direct Salary Ratio. Officers™ salaries, by their very nature,
are more properly classified as indirect charges and should have been allocated
to FEP contracts through overhead [distributed on a ratio of total overhead
costs to total direct costs (total costs less overhead costs)]. The Administra-
tor~s overhead pool is subdivided into three departments: Administrative, Con-
troller and General Services. Mr. Jones, in his capacity as Chief Operating -
 Officer of ihe entire business, should properly charge his salary to the Admin-

jstrative overhead pool since this pool collects costs which generally benefit

n. Mrs. Jones, on the other hand, works primarily in the

the total organizati
accounting area and should properly be charged to the Controller overhead pool.

ing officers™ salaries to overhead is appropriate and is
throughout the cost accounting prefession. Company officers
tify their efforts to any final cost objective since their
jminately managing all lines of the company s business.

with such officials should, therefore, be allocated to final
basis that is all encompassing and which equitably assigns
ness of the company. ’

We believe’that char
generally recognized
can not normally ide
time is spent indisc
All costs associated
cost objectives on a
th'e costs to all bus

We do not agree that| the Direct Salary Ratio used by the Adminisirator is an
approprizte basis for the distribution of officers”™ salaries. Direct salaries,
in this case, are heavily weighted toward the FEP programs and, ﬁherefore; would
cause a disproportionate share of officers” salaries to be charged to the FEP.
The actual time expended by the officers iIn support of the FEP is considerably
less than that derived from the proposed Direct Salary Ratio method.

a
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Recommended Corrective Actiont

We recommend that the Cbntracting Officer require the Administrator to credit

FEP $75,522 (plus applicable‘0verhead) for improper direct charges of officers”
salaries on the next Annual Accounting Statements submitted by the administered
Plans. - o o " — T

- 4;‘4.Ré£ppdrtionmenf Ratio Errors $9,078

¢ —~—

~ The Joseph E. Jones Agency uses a ratio of Federal program drafts to total pro-
v gran drafts to allocate costs of the Group Claims Division to its Federal and .* .
Non-Federal segments. In 1977 and 1979, incorrect statistics were used in calcu= -
lating the ratio. o R . e - S
- For 1977, the draft count for the »School™ 1ine of business was mot included in(yqi
“the draft count for the Non-Federal segment and theCGEHA-ACtive line of businesss
‘was improperly included in the Federal segment. In develdﬁiﬂg“thewratievof”FéH:
eral program drafts to total program-drafts for 1979 reapportionment allocations,
the Administrator erroneously tncluded GEHA-Active drafis in the Non-Federal seg-
ment. Due to their special nature, GEHA-Active drafts should not be included
in the draft counts. As a result FEP was overcharged $21,032 in 1977 and under~
charged $11,954 in 1979.

 Questioned overhead resulting from the reapportionment ratio errors described
R aﬁgve are included in Audit Finding A.9. (Overhead Adjustments).

Administrator™s Comments:

The Administrator concurred withnfhéhaudit finding. Ho&é;er, in Esgidfingnfﬁe ‘>
amount of the finding, the Administrator eliminated costs questioned in findings.

s I &nd #3 with which they did not agree.

'Fnﬁnﬁfﬁiahqa- SRS A*wm’f““””*“” T

Recunmendad Corpoative Action:
We recommend that the Contracting Officer require the Administrator to credit

"‘4ne appropriste FEP Special Reserves $9,078 (plus applicable overhead) in order
¢ . to adjust 1977 and 1979 reapportionment charges to the proper amounts.
,

5. Depreciation Charges ; _ 85,733

Qur analysis of depreciation charges from 1976 through 1980 disclosed allocation
errors in CY 1977 and 1979. In 1977, total depreciation charges were not adjusted
for auto and boat depreciation before allocation to FEP. This error resulted in
a $6,394 overcharge in 1977. In addition, FEP direct charges For depreclation
expense'in 1979 was understated by $661. : :

Overhead adjustments resulting from the improper depreciation charges are in-
cluded in Audit Finding A.9 {Overhead Adjustments).

~
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Administrator™s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action: -

We recommend that the Contracting Officer require the Administratdr to credit
FEP contracts administered with $5,733 (plus applicabdle overhead) on the next
Annual Accounting Statements to adjust for the incorrect depreciation charges.

Rent Allocations o ' ‘ _ $3 404

In 1977, the Federal Claims Division was directly charged $3,404 for rental
charges that shculd have been directly charged to the Non-Federal Division.

Overhead adjustments resulting from improper rent direct charges are includ—
ed in Audit Finding 4.9 (Overhead Adjustments).

-~

Administrator™s Comments:
I .
The Administrator co+curred with the audit finding.

Recommended Corrective Actfon: -

We recommend that thi Contracting Officer require the Administrator to credit
the FEP contracts administered with $3,404 (plus applicable overhead) for in-
apbropriate rent on the next Annual Accounting Statements submitted for the

administered Plans.

Legél and Accounting |Charges $(1,200)

Direet charges to FEP for legal and accounting in 1979 were under§$ate§;by
$1,200. -

Appropf;até overhead |adjustments for these undercharges to the Fh” contracts -
is included in Audit |Finding A.9 (Overhead Adgustments)

Admlnlstrator s Comménts.

The Administrator concurred with the audit finding.

Recommended Corrective Action:

.- We ;recomnend that the Contracting Offlcer allow the Adninistrator to charge

FEP contracts an additional $1,200 {plus applicable overhead) on the next
Annual Accounting Statement submlsslonsw .2
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8. Inappropriate Overhead Charges

a. Rent Allocation -~~~ 7 7

In 1978, the Federal Claims Division was improperly allocated $908 of rental
charges as a result of including duplicate charges in the overhead expense

toew: .. poole. Accordingly, FEP contracts were overcharged & portion of the $903

charge in 1978.

b. Legal and Accounting Charges

We determined that charges in the amount of $2,650 for the preparation of
R Mr. Jones™ personal income tax returns were improperly included in legal

and accounting charges for 1977. Accordingly, FEP Contracts were over-
szw-::o: - charged a portion of the $2,650 in 1977.

In 1978, $1,950 in accounting fees for the dissolution and liquidation of
~.Joseph E. Jones, Inc. was improperly included in the total charges for
' legal and accounting fees allocated through overhead. The FPR™s (41 CFR
. L. 1=15.205-23) provide that reorganization costs should not be charged
to Government contracts, as follows:

"Exﬁenditures in connection with (a) planning or executing the
organization or reorganlzation in the corporate structure of a

" business, including mergers and acquisitions, or (b) raising

» capital , are unallowable. Such expenditures include, dbut are
not limited to , incorporation fees and cosits of attorney, - - v
accountants, brokers, promoters and organizers, management
consultants and investment counselors, whether or not

R . employees of the contractor.” [4% CFR 1-15.205-23]

PR

For 1979, legal and accounting fees charged to overhead included unasllowable
charges totalling $2,100 resulting in an overcharge to FEP for a portion of
Fhe 52,100, : - D o e T e
Adjustments for these items are included in Audit Finding A.9 (Overhead Ad?
justments).

Administrator s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action:

Since the items in this finding are the resull of inappropriate charges to the
overhead expense pool, implementation of the Recommended Corrective Action for
Audit Pinding A.9 (Overhead Adjustments) will result in proper adjustment for
these 1tems. '

Approved For Release 2006/02/10 :.CIA-RDP86-00964R000200090001-6



9.

10.

16—

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
Overhead Adjustments ™ $182,901

As a result of Audit Findings 1 through 8 (above), the following adjust-
ments to FEP overhead are appropriate:

Questioned
Overhead

$ 13,446 {
21,357
38,687
46,464
62,947
$182,901

Recemmended Cofmective Actiont

Ve recommend that the ontracting Officer require the Administrator to credit
the appropriate FEP Special Reserves $182,901 on the next Annual Accounting
Statement in order to adjust 1976 through 1980 overhead charges to the proper
amounts. .

Financial Management

Qur review of the Admi 1strator s system of financial management disclosed
that procedures have not been established which provide for budgeting tech-
niques or which provid for an independent audit of the financial records.

Administrative costs as 8001ated with the Administrator™s Federal programs
runs in excess of one million dollars ennually and are considered to be
significant enough to require proper financial management control. In
this regard, the Administrator should prepare annual (at minimum) budgets

“of the major expense areas based on past experience and reasonable projec-

tiens of future activities. Actual performance during the ysar should be
pmeasured against the budgeted amounts and variances should be investigated
on & monthly or quarterly basis. Budget preparation and execution is con-
sidered to be a fundamental financial management tool which asslists managers
in controlling business expenditures and activities. To operate through

» a contract cycle withoput any plan of action could result in the expenditure

of FEP funds.for unnecessary purposes or could result in expenditures in
excess of the celling limitation.

@

Ve believe that a system of budget preparation and execution is imperatlve
for tne proner financial management of the FEP.

Slnce the OPH Audlts D v151on audit cycle allows a substantlal time between
repeat audits of participants in the program, we believe that the Annual

,AgcauntlngﬁStatemenEE submitted to OPM should be audited by an .independent,

,accounting firm. Such| a requirement is necessary to insure consisﬁency and
accuracy of reporting costs to OPM and to insure that internal controls are

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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adequate and functicning properly. As above, we believe that administra-
tive expenditures in excess of one million dollars annually represents

a significant cost to the program and requires proper financial manage-
ment. JIn addition, an independent audit of internal ccntrols and other
financial management techniques used to control the many nillions of bene- '
fit dollars paid annually is necessary.

Administratoxr”s. Comments: (

"Maintaining a budgei requires reliable information on which to base a pro-
jection. In the field of health benefits there are no reliable statistics
available for use in ascertaining the number of persons that will become
enrcllees of a health plan for any given period. ..
w o
"Since Administrative costs that are chargeable to the FEHB plans are audited

on a monthly basis, it would be impractical and costly to both the Agency and
the Government to generate such an added expense.” o

Audits Division™s Reply to Administrator™s Comments:
-~

Projections of health benefits dollars are actuarially deternined and were
not intended %o be included in our recommendation. Our concern is for

proper control and management of the more than one rillion dollars expended |
annually forcadministrative costs... R : ' C

The audit referred to in our finding is that of an independent audit done
on an annual basis. Any internal audit performed by the Administrator ‘
(either monthly or on some other cycle) should be continued but it is not
& substitute for an independent audit performed by an outside, unrelated
accounting firm. : s ’ ' ' '

Recommended Corrective Action:

vs recomncnd that the Contracting Officer requive #he Adwinistrator to
establish more adequate financial nanageunent technigues in crder to mon-
itor FEP expenditures. Ve recommend that inplementation of the two finan-
cial management techniques referred to above (Budgeting and Independent :
Audit) be considered as minimum requirements for adequate financial manage-
ment. o T ’ N -

S,
CLAIMS PROCESSING
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i R

2. Manual System; Association Benefit Plan (Retirees)

-

<

The Administrator manually adjudicates claims for
the Association Benefit Plan. Although these Plans
are also underwriten by the Mutual of Omaha, they have not been put
“on Mutual~s automated PCA system. S TSR T T A e e

Qur review of the claims processing policies and procedures of the man-
ually adjudicated plans found the systems to be generally satisfactory
and no significant deficiencies were noted. Two areas, however, as de-
scribed below, are considered to be in need of improvement:

a. In the application of R & C criteria, adjudicators apply a
10 percent tolerance factor which permits full payments for
nisins which ‘sxceed R & C limits by 10 nercent. -

We beslieve that this practice is contrary to the R & C re-

. quirements of the Contracts and results in claims experience

being unnecessarily inflated. ot

b. In the application of mental and nervous benefits, the Plan
- o treats the initial hospital admission for a mental and nervous
patient as a "medical” visit, not subject to mental and nervous
‘ . limitations as provided in the Foreign Service Benefit Plan.
" It is our opinion that the initial visit of a mental and
nervous patient should be considered as a mental and ner-
' - ‘yous benefit, subject to Plan benefit limitations. .

, .
Recommendations:

a. We recommend that the Administrator discontinue the practice
of allowing a 10 percent tolerance factor to R & C determin-
ations and that R & C criteria be considered as the maximum
amount payable on routine claims.

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 »
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b. Ve recommend that the Adwinistrator treat the initial hospital
+  admission for mental and nervous patienits as a mental and ner-

vous benefit, subject to menial and nervous limitations.

Adwinistrator™s Comments:

" The Administrator does not agree with the recommendations.

e

W
Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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TOTAL QUESTIONED CHARGES =~ JOSEPH E. JONES AGENCY

Administrative Expenses

1.~Management'Feés

{

2. Rent versus Ownership

3. Officers™ Salaries
‘wh. Reapportionment
Ratio Errors

. Depreciation Charges
Rent Allocations

« Legal and Accounting
Charges e
8. Inappropriate Overhead
Charges

9. Oveghead Adjustments

TOTAL

Adjustments are required for the amounts shown above on the next Annual Accounting )

3ta+ementa. “7'

Additional adaustments ar

" Year Charged in Annual Accounting Statement

1976 1977 1978 1979 1980 TOTAL
(

$56,467 $100,359 $§92,651 $140,206  $151,990  $541,673
772 10,548 1,702 - = 13,022
14,047 22,079 15,328 23,168 - 5,522

- 21,032 - (11,954) = © 9,078

- 6,394 - (661) - 5,733

-7 3,404 - - . - 3,404
- - - - (1,200) - (1,200)
13,446 21,357 38,687 [46,464 62,047 182,901
’. $85 632 $185 173 $148 368 3196 023 $214, 937 $830,133

to date funds are returned to FEP. -

Approved For Release 2006/02/10 ; CIA-RDP86-00964R000200090001;6
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ASSOCIATION BENEFIT PLAN

Year Charged in Annual Accounting Statement

AUDIT " AT e
FINDINGS S 1976 1977 1978 1979 1980 Total

Administrative Expenses

1. Mansgement Fees . $5,494  $5,259  $18,642  $25,826  $27,206  $82,427
2. Rent veréﬁé Ownership- 75 }. t~.553 ,‘. 'J342 o s - R ) _» 970

3, Officers™ Sélariéé 1,454 1,157 3,084 4,268 , - §:§63

4. Reapportionment e L : EE

Ratio Errors .- ..1,102 - - (2,202) _ - (1,100)
5. Depreciation Charges ... . = ;:, 335 . . S (122) - 213
6. Rent Allocations = .. :;“:-' 178 e - - - 178
7. ‘Legal and Accountiug T e
' -iCharges . b ool el T ey o (e21)
8.9 Overhead AdJustments 1,308 0 1,119 7,784 - 8,559 - - 11,268 30,038

A s . - . . . - PR .
TOTALY T 88,331 '$9,703' $29,852 $36,108- : _$38.474 - $122,468

Adjustments are—requlred for the amounts shown above on the next Annual Accountlng
Statement. R PPR I R -

Additional adgustments are required for lost investment income on all flndings computed :
o dete faﬁ&s Are returned to FEP:L- , ot
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June 11, 1982

0

Mr. Kevin J. Burns

U. S. Office of Personnel Management ] . .
Assistant Director for Insurance Programs -
Washington, D. C. 20415

RE: Comments on Draft of Audit Report

. ‘ No. 82-E 003-D, dated March 16, 1982
Dear Mr. Burns: N : : ' - ] . .
This is in reply to your letter dated March 16, 1982, which was received on v
April 14, 1982, requesting our comments on the draft of your audit xeport
relative to our operations under the Federal Employees Health Benefits Program
for the Calendar years 1976 through 1880. '
Our comments appear under ENCLOSURE-1 in the same sequence as the findings
on pages 6 through 13 of the audit report and are supported by EXHIBITS and
Schedules under ENCLOSURES-2 through §. ' _
.- Should you ,hairefahy quésfior;s on this matter, pléase do not hesitate to cell me. LT
o ' Sincerely, | ' vt ' _
Te L . Barris W. Havard o _ :
T - Comptroller )
HWH:bmw ‘ LT |
: S—ENCLS:' (1) Comments on _I_)_raft of Ai;dit Repdi't ‘
- {2) EXBIBIT~-A, Prior Year Adjustments 3
{3) EXHIBIT-B, Allocation of Prior Year Adjustments
(4) EXHIBIT-C, Statement of Over and Under Charges
(5) Schedules-12:00 R (1976 through 1980} Adjustments -
* to Administrative Costs . o
"
kN .
R ,:,&/'__ K . .
AHiliated Companles: United of Omaha ® Omaha Indemnity = Companion Life Insurance Company
® Omaha Financial Life Insurance Company ® Tele-Trip Company ® Constitution Insurance Companyof =2 =
_ Conada ® Mutual, of Omaha Fund Management Company, sponsor of Mutual of Omahs Tunds . i
’.‘,-.—;:;:., o« ‘.'.i' r". ’

. Apprc;ved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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1686 Co‘nnochcu! Ave. '}w C t ANDERSON. Adminisirghies Asanstant
Washington, DG 20009 & € WILFERT, PolicpSernce

Phone (202} 797-6700 ' *

People youcancovnt on... - .

h' * o ~ June 11, 1982

U.S. Office of Personnel Management
Assistant Director for Insurance Programs _ (
washington, D.C. 20415

ATTN: Mr. Kevin J. Burns:

RE: Comments on Draft of Audit Report No. 82-E 003-D,
dated March 16, 1982, :

Dear Mr. Burns:

P
This is in reply to your letter dated March 16. 1982
reguesting our comments on the draft of your audit report
relative to our operations under the Federal Employees
Health Benefits Program for the Calendar years 1976 thru
1980. ' ‘

—
falZotd

s .
our comments appear under ENCLOSURE-1 in the same seguence
as the findings on pages 6 thru 13 of the audit report and
are supported by EXHIBITS and Schedules under ENCLOSURES-2
thru 5. -

-

Should you have any questions on this matter. please do not
hesitate to call me.

b

Sincerely,

HARRIS W.. HAVARD
T Comptroller

5-ENCLS. (1) Comments on Draft of Audit Report.
(2) EXHIBIT-A, Prior Year Adjustments. . .
(3) EXHIBIT-B, Allocation of Prior Year Adjustments.
(4) EXHIBIT-C. Statement of Over & Under Charges.
(5) Schedules-12:00 R (1976 thru 1980) Adjustments.
i . ~“s. 4. to hdministrative Costs.

. .
A . -

¥

United of Omaha B Omaha Indemnity n Companion Life Insurance Company ® Omaha Financial Life Insurance Company
® Tele-Trip Company # Mutual of Omaha Fund Management Company, sponsor of Mutua! of Omaha Funds
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=" PEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP)

- . _ Approved For Release 2006/02/1Q ; CIA- RDP86- 00964R00020009i)801 (i
COMMENTS 'ON AUDIT REPORT NO. 82 003 - D, DATED MARCH- 982

1. MARAGBM‘.EINT.FEE ’ ' - $541,673

vhe finding under this item is unacceptable and no édfustment is
necessary for the reasons given in the following paragraphs.

The auditors misinterpreted the intent and effect of Mr. Andrew
Ruddock's letters that were addressed to representatives of the
Federal Employees ‘Health Benefits Plans (FEHBP) administered by
the Joseph‘E. Jones Agency-herinafter referred to .as the Agency.
(Attachment No. 1).

The, purpose of Mr. Ruddock‘s 1etter was to eliminate the method
of paying for serxvices on the basis of a percentage of premivms;
and, to adopt the system of paying for the actual costs incurred
in servicing the FEHBP. It was pot expected, as the report states,
theat "sav;ngs" would accrue by eliminating "commissions" on the
basis of services performed. This concept is neither mentioned in
Mr. Ruddock's letter nor would it be proper not to pay for the
necessary services performed;on behalf of the FEHBP simply because
the auditors believe a savings would accrue if "commissions" were
ellmlnated.

-
Prior to 1974, the "comm1551ons" received by the Agency were for
the necessary services performed in administering the FEHBP. This
is evident £rom the letters addressed to Mr. Raddock by representa~
tives of the FEHBP (Amerlcan Federation of Government Employees)
(AFGE) and (Government Employees Health Assocxatlon) (GEHA). Both
.1etters ‘clearly state that: necessary serv1ces are performed for
"comm1551ons" recelved by the Agency (Attaéhments 2 & 3).

These 1etters ‘show’ that the sponsorlng organlzatlons and the Agency
.had-no objection to the elimination of the method of paying for
-serv1ces on the basis of premlum , -providing payment was made on

= the basis of .actual and necessary costs incurred in serv1c1ng the
* FEHBP. This is prec1sely the 1ntent of Mr. Ruddock‘s letter

(Attachment-l). Ceee €oo T L e e L o

M T e e m .
. Va € u r ’
s ‘.

ENCLOSURE "‘NO. 1 Sheet 1 of 4

: vy Pt orpose .
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COMMBNTS ON AUDIT REPORT NO. 82 - 003 ~ D, DATEP MARCH le6, 1982

cmnsomars

o
1 .

Next to the 1ast paragraph of his 1etter, Mr. Ruddock- states that:
*with respect to the agent's commission, we are glad
the (sponsoring organization) is inclined to agree X
- with us that the cost of his services should be paid
' out of the administrative expense,allowance or
"1nsurance charge. L - :

The actual expenses incurred for identlfzable serv1ces,
whether performed by the agent or underwriter, ‘which are
‘hecessary to the administration of the contract and policy
would be valid charge to the administrative expense
allowance. (emphasxs sugplled) "

&

The Management Fee charged by the Agency was in payment for

- necessary sServices performed by the Agency in administering the

FEHBP contract and policy and is an allowable charge under the
Federul Procurement Regulatlons. e

. v - SR .- ..
Thisfﬁee does not represeht,a “profit", thereforv, we disagree
with the audit report in that a subcontractor must provide his

services at cost without a provision for a.profit.-.There is .

nothing in the Federal Procurement Regulations (41 C.F.R:, Part
1-15) specifying such a restriction under which no sensible
sdbcontractor would agree to operate, -

A reasonable "proflt"rmadefby the Jones Agency, as a subcontractor,
should not be included in the service‘ehargeTpayable to the under-
writer. : It would be tantamount to requlre a subcontractor who
sppplies. any service to the prime. contractor to forego a reasonable
profit as part of his charge because the,prlme contractor is

.entitled to a_ service charge or proflt. This is an impractical

notion and: the audit report . does not po;nt to any Federal Procure-—
ment Regulations specifying such a restriction. In fact, 4l1C.F.R.,

'~ 1-15(f) "specifically refers to payments to subcontractors and
‘authorlzas costs as an allowable charge to the contract to the

extent that the allowance is cons;stent wlth the relevant subparts
of Part. 1—15.

. .. . -
[P [ ‘ . )
0
"y

The Management Fee is for services prov1ded by the Agency in

"Aadmlnlsterlng the FEHBP; -therefore, we_ disagree with the suggestlon .
that .the services of the subcontractors must be approved in advance °

ENCLOSURE NO. 1 Sheet 2 of 4
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by OoPM and recognized by the_prime contract. While there was no
reference in the prime contract concerning the services to be
provided by the Agency, OPM was well aware that such services were
performed and ¥Xnows that payment is due on a guantum meruit basis.

At the auditor's request during their examination of the Agency's
operations for 1974 and 1975, a revised method of accounting for
the Agency's costs chargeable to the FEHB Plansffor 1974 apd 1975
(including a Management Fee) was submitted to OPM's audit staff on
November 18, 1977, for approval. Neither an acknowledgement of
their approval or disapproval was ever received by this Agency.

In January of 1979, we again submitted our worksheets for 1974
through 1978 to OPM's audit staff for review and approval. The
audit staff, at the time,raised no questions concerning either
the system or the amounts, including the Management Fee.

The Management Fee has been the subject of negotiation between
the Jones Agency, the contractor, and the contracting officer.. .

In January of 1981, representatives of OPM suggested that we submit
a comparxative statement of costs for 1974 and 1975 to OPM showing
the FEHE Plans' total costs reduced by the Management Fee and
officers salaries; and, increasing the;ba%ance by 10 percent. 1In
response to this' request a comparative statement of costs for 1974
through 1979 was presented :to OPM staff for discussion and comment.
(Attachment-4). T SRR B s : :

On February 5, 1981, Mr. Kevin J. Burns of OPM, (the contracting
officer accepted the concept of charging a Managemént Fee to- the

FEE3P for 1974/1975).° {(Attachment-5). Since the Management Fee
was allowable in 19874/1975, it follows that it should also be
alldwable for ensuing periods. R :

Althoudgh the audit report only questions the propriety but not the
reasonableness of the Management Fee, wWe are prepared to defend.the
latter as a necessary cost for the proper administration of the

FEHBP.

v .

-
-

, . S o .
My. Jojer P Belsrde

ICLOSURE NO.. 1 sheet3 of 4
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COMMENTS ON AUDIT REPORT NO. 82 —~ 003 —~ D, DATED MARCH 16, 1982

L

yn summary, the Management Fee should be allowed because;f

it is,a reasonable and necessary cost of administering
the FEHB Plans; 1

. it was allowed by the_pontracting officer for 1974/1975;

the audit report neither substantiates'its findings nor
provides any reference to provisions of the Federal .
pProcurement Regulations in its support;

No questions were raised by OPM's staff on this matter
and this led us to believe that there was an advanced
agreement on the propriety of the Management'Fee and
the method for its computation under C.F.R. 15.107; -and,

wWe believe that representatives of OPM had ample time
to address the matter in 1977 when an agreement could
have been reached to resolve the problem prior to the
release of. subseguent Annual Accounting Statements.

! : - -

Y
P

.
~ .

. - s .

- 3 -

#o0n
-

ENCLOSURE NO. 1 Sheet 4 of 4
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ﬁ::b’ 1. ::n:-l-: -
Mr, Clyde M, Webber, National President
American Federation of CGovernment Employees .
1325 Massachusetts Avenue, N,W, .

Washington, D. C. 20005 . . e .

‘Dear Mr, Webber: ' — N

This refers to my letter of June 23, 1972, and Mi. Griner®s veply of
P " August 21, 1972, relating to the risk charge and commission provisions
«contained in the contract between the Amerjcan Federation of Government
‘Employees and the United Stares’ Civil Service Commission, We have, in
"this connection, carefully considered his ‘Tetter, the letter of Nr, A,
W. Randall dated August B, 1972, and the letter of Mr, Joseph E. Jones
. dated July 12, 1972, _ : : . : : * S
® [} :
Ve appreciate your and your vnderwriter's agreement to chanpe the term
Yrisk~charge' to Yinsurance charge" and the amount thercof to a flat
- sum.i The term "insurance charge"” is acceptable to us but the flat-sum
) charge of $108,500 fur 1973 proposed by the underwriter is not. In our
letter of June 23,-1972, we noted that the Commission expécts this
charge to be a Jower amount-:than in 1972 and proposed a charge for 1973
of $50,000., In:view of the justification for the charge contained in
yYour underwriter’'s letter of August %, 1972, we'now counterpropose a
flat charge of 586,400 for 1973. This is a 107 reduction from the
- estimated $96,000 chaggq.fori}972. . e e .- ie

* With respect to the agent's comnission, we are plad the AFGE is inclined
- to agree with-us that the cost of his services should he paid out of .
ot the administrative expense allowance or insurance charge,” The actual
» expenses incurred for identifiable services, whether performed by the
; agent or uAderwriter, which are necessary to the administration of
the contracts and policy would be-a.valid charge to the administrative
. - . .expense allowance, After 12 years, we see very little justification
' for a percentace ¢omnission, which increases as tota) premium increases
and bears no necessary relationship to the valve of the agenl's services,
-+ . - . Our present in:entfon;“théré&ore, is to eliminate the payment of a
. 1 4

- Recrveh AFCE

s,

"+« Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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commissid%pgs &4 c
sion, we are agreeable to contracting for a flat-sum commission payment
- for 1973 equal to the amount: of the commission in. 1972, -

We would eppreciate your prompt agreement to the proposals on the
insurance charge and commission in this letter so we nxy proceed to
amend our contract for 1973,

Sincerely yours,

M . : v .","ﬁ &
. (O vadlnses 6 /‘: o z//-f/r; -‘A

Andrew E, Ruddock
Director

Jg77r7rﬁ?(;ﬁﬁ— /o 2
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bre Andrew E. mddDC’Z’ Director : .
Buresu of Retiremant, Insurance, and i : T
. Occupational Health - : .
Ue S. Civil Sarvicn Commisston
T Weshington, De €0 20435 .
' . < Rx: Ristme:y
Scar Mre fuddocks

/ h -
As requested in your Tettor of June 23, 1972, wa have consulted with cur
undervriter, the Mutual of Omaha tnsurance Company, {n connaction with
tive risk charge vhich ts cirrently atatad dn fantract Mn 1024 Loes.oo.
TR N S CIMEY Sorvdee frasatoelih s fho foccioos Tideianioa wi Buverpm
sent Erployess as 1.3% of total subscription chargea for ths contract
tedin, o R : ' ‘ o I

A,

! e nttoching a copy oF a lotter recefved from Hre Av ¥ Rancdall,
Executive Vice President of the Mutual of Oha Insuranco Company, in
vhich hs outlines the purpose of the risk chargo and the reascns that
the risk charge for the AFGE Health Benafit Plan would bs considored
ninimal fn relationahip to tha rish: chares ma to commacetal rlete,

Hre Randall has firdicated thet he §3 agrozadle to o changz i{n torminslegy
from Y'risk charge” to YInsurance charge’s Ye has ¢lso indicated their
vrillingtess to stote this Mnsurance charge”" as a flat ollar amount to
bo negotioted at the time the rate negotiations are made each year.

. You «i11 note that Mr. Randall has respended to yeur request that tho
flat-sum charge for the 1973 contract year be sot at $50,000 with o

counter-proposal that dus to the negative balance in the special reserve
sccount for tho AFGE Plon as of December 3¥s 1971 emcunting to $975,052
~that the flot-sum charge for 1973 be sot 8% $103,500. S

.Y '0
IO Yoo,
v . r ‘
13 p L - . -
¥ L ie . CEERE. Y N A

(X3¢ h S . : __'~'.‘ .
oo

LA
3

v~ 3

BITRER D, - o

oTO DO FOR AL THAT WHICH NOKE CAN DO FOR HIMSELF

L
. R “~ o TRedA

-
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. Tha AFGE Hanlth Benafie Dlen boc : BRI S:B00841R0062600000001 -6
balance as of p@&‘%ﬁ#ﬂ I%?Sﬁfzgggfb?ﬁ?wn premium prososals, because
of Price Commission policy, did not {nclude any factor for reccuprient of
& doficit.-§n the special reserve level. -In addition, our rate negotia-
tionz tith "tho Mutual 'of Gusha Insurance Toupany, wiich had been conciuded
prior to tho receipt of your letter of June 23, 1972, were based on the
assurption that there would be no change in tho 1.3% risk chargs véich
appoared {n ocur contract for 1972, e T -

Under v 'ctrdmnstdncps will we negotiate a flat sum “nsurance charge"
-with the Mutual of Oazha fnsurance Company vhich will be in exceoss of
tho current 1.3% risk charge. Should the proposed fiat ¢ollar amount
of $108.500 for 1972 nrove to bo in axcess 06 tha $.9% cerastec. e .
actual ancunt of the subscription charges have been cetarmined for 19
this factor will be taken into cons{deration in future negotiations. P

o@

Based on the current estimato for 1973 subscription charges, ft would not R

oppar that the figure of $108,500 will exceed the 1.3% guideline.

Hith roference to the coomission allowence of 0.38% of premiwm, we are
attaching & copy of the justification for this camission 2V lowance re—
Cuived Trom fire Joseph £. Jones, General Agent for the Kutual of Omaha
Insurence Company {n the Washington Metropolitan Area. Definite services
on an adninfstrative and consultation basis are provided to the AFGE
Health Berefit Plan by Kr. Joseph E. Jones, but we are inclined to agrea

| vrith you that payment for such services should be & matter between the
fwilal oF Wnoha ihsursnce Company's Home OFf{ze ond Mo domoa and ot e
Do paid for out of the underwriter's administrative allowance or $nsurance
churgo, rather than as & stated conmission allowanco. _ L . ‘

2fon, plesze Tot o know. - -

A . ©.
Shosuld you reguire ary-additiol

incerely yours,

- II. aﬂnx)'/
- N (Y A P

° ~Jdo Fe Grénor - - - - on
: Nat{qm! President

U

Enzicure : .

" ect  Hopwdh Comsay
oseph E. Jones )
. " ’ o e

(.
PR L}
. m:

BEFREH=I2
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Ay, Andraewy X, Rwddatk, Direstor

Burzean of Rotiremant, Indurance
ol Oecupaticaal Hoealth

U. S. Civit Sexrvice Coxcralonion

\Vaahlmgton,'n. C. 20415

D-aaer.RuMmkz 3 T
[ la my rmeeting wsth you o2 M Docarmbay 397 I ralsed 2o eaatier ’
cf the ageni's coxamission discusned paxagra;}a 3 of your lottow of 10
Noven.bar 1972, I reperted that Mr, Jones parformo a sorloa ef apaclal
noxvicos notossary for pocurity reusans wilch had lod us to concluds ° 7
that ho 1o entitled to conpansaticn beyond that which is npprovoed for ad~
mainlatrative oxpaasea., Based on my conversation with you, 1 would lke
to nebmit tho following ca@orprc:pm.a& to tlw paaz'aioa otated in ymw lutoz
e£ 10 Novembar 1972, . o

aam

wo wm dlocw}m tb': agoa.‘.'n cmoiaa a3 na:h.

" Instead, 1 propose that you approve tha suxa of $7, 000 ia lou
ef rdimburacment on my cortificaticn that this ameunt proparly
componsates Mr, Jomea for cortpin porvicoa ¢f & nocur Lty natuzre .
- wbich he perloroas for our Plas, ) . .

..

_ Bocauee ol vocurily consldoraticas, thase servicos canmaot bo
documantsd for examinution during your normmal audit of cur Flax's

- oxpensas, but I will retain in my oflice for your roeview ot pay time
o detalied list of such sarviceas, Wo will baar ths raspossibility {oz
continunlly roviewing theso nervitos resdsred by My, Jonoe to eur
Plaa to ensaro that contlnuatica of ths payment ol §7, 009 ar axpasses
io justifiod. A¢ pay time that wse odtimsata thess vorvicos bt Joun thua.
£7,000, 1 will oo roport to you,

We wiil Lastruet Mr. Joman to ehazgn cur Fina for thme and QIIARD 0
L‘h buppiylaz.overt suppoxt to wa, The opstial sarvices dsacribed ubwa
* will be these thad caanot norzanlly bo docmez:zm«l mad natau o3 oxpa;a.-aa.

-

pramens S S

LT L
T IR S C N I 2 , X ERERA S
o . . ety

‘-t
*
L

4 -
Approved For Release 2006/02/10 : CIA-RDP86- 00964R000200090001 6
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T We have béon InlormeQ Dy tA® unierwriter that it wikl not ebject to
' your countoxproposal to establlsh o {Iat lnsurance charge of $69, 300,
* Approved For Release 2006/02/10 : CIA-RDP86- 00964R000200090001 -6
I sball awalt your approval of my p:opo::;,l In paragra;:h cne above
balora mking aay further actioa,

i : ‘ Very truly yours, _. -

T STAT

Presldany

STAT DD/Pers .
Distribution: :
Orig & 1 - Adse 4
+¥< Mr, Jos. Jones
1l - C/BSD '
1 « DD/Pers/SP

S T ' E . ]
PP TFRE S 2 | T
. . - o -’f%-‘ P U - - ) ’.:..

. . '.. M ".‘.:-"
" . - ‘e T,
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o

Janvany 26, 1981 . v -

Ma. Geonge M. MacWhontenr

Employees Ongan{zation Plan's Divisdion .
. 04 fice of Personnel Management - . : _
_P. 0 Box 707 .

Washington, D. C. 20044 _

= - . RE: 1974 £ 1975 Administration Expense
of Joseph E. Jones Agency

Dear Mr. Mackhonten:

In nesponse 2o youn inquiry duning youn meetings with Mr. Havard and

Mr. Katon, 1 am encfosing the expenses for 1974 and 1975 with the Management
Fees and 0fficens Salaries allocated o the four Plans. :

-I‘a.rri ‘hopeﬂui' that this matten can be nesolved in the nean futwre.

L1%

: Sincerely, .
¥ .
co "~ Joseph E. Jones )
el Genenal Agent Lo
JEJ :bmu E P Lo
3
. Encloesune , i
L]
b L " . { ¢ v o - -
] - - .i .-'.! 4
e 2Avocuntang.

i ool o i

- e ) / L . : ‘

PR e
g .‘ I i!l-' ...:. ":'_,'\') . -

_Adfitisted Conapantess™ (v o0 0 oo - - o e

“Lnited of Oméha » Omaha Indemiity ® Companion Life Insurance Company ® Osmiaha Financial Life Insuzance Company

® Jele-1rip Company » Mutual of .Omahs Fund Management Company. sponsor of Mutua! of Omaha Funds
P e . pl . .. ..,.-, . e AR ]
“u..-, .
’ 7 ol v . R TR L 2N
; - g e . S, -
¥ ﬁ S .
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JOSERE"™ B, JONES AGENCY
FIDERAL EMPLOYEES HEALTR BENEFITS PIANS
Revienw and Analysls of Agent's Felmbursements

Por the Calendar Years Ended Decegher 31, 1974 - 1979

Yoposed_revision to the met.‘xod of charging ‘the Plens for services of the igent
FOSE, -
Total AFGE AFSPA GEHA _ __WAPFE |. Totsl AFGE  _ APSPA__ . 3EEA AFTE
19 7 4 ¥4 938 19 77
1.[Allocation Factors (%) . 100,00 42,58 29,43 17.14 10,8 160,00 14,16 5,32 S.2h . tr.ze
2,|0riginal Chsrges = Total S 1.27 968 $ 182 357 $§18 162 % 8 742 45 207 §1611 06, $199 €12, $~ 89 159 § 33 291 $1z72 02
3,]1ESS: ¥apegezent Fee Charged to Flans jj 4-3 841 9.568 5 572 3526 100 359 14 212 6 338 5 260 "L S49
g Cfficers' Salaries Charged to Plams 1/ 17 433 5132 2989 182 220719 3127 139 1157 _ el
Lo Belance ' 778 022 § 161 090 §103462% 73181 $ 40 289 $1.88 $26 3182 472 § 21 427 § 76 274 §iln7 22
5, [Prorit Allowacce Proposed {10 X Lire 4) L 37802 16109 10 %6 7318 . 4 024 ug 263 -12 21.33 g 143 7 62'7 A "02
6, |3fflcer's Salary Proposed - 2f 13 200 1 _885 2 262 14321 __16 50 3 04 25 12 256
7. |Redeterninred Coarges $ 429 024 520 $ 317 693§ 82 761 § 45 750| §1653 389 $203 057 X 6l2 335 4zh siene D
8. [Overbead Zatlo (%) — 327.53 - ,‘}5.7]; 5
. aya, e L
1,{A1llocation Pactors {%) 100,00 3%,83 29 65 14,02 | 100,00 6‘7 27,21 .12 -
2,{0riginal Charges - Total 428 805 § 1% 104 § 173 &8 5 7&1 § 63 255) § 855 163 ‘.1.0 03 § 226 356 § 176 3L § Z x9
3. |LESS: Mazagemert Pee Charged to Plans ;,4; 33 %5 12281 9 887 6 502 4 675 92 651 ..g egg 25 d’T?\ ‘.f.; f.&.) -
Officer's Sala "“m‘ ed to ?lans 3 2672 ...98% 7.9 209 75 807 _,5_ 3.8 —
4, Balamcq. a8 ST s § 0 o5 Fils6a § 8600 § 5 82 ¥" ] 179 o0 Fidols §isiaas ¥ I
z. Profit illowance P-omsea {108 X line 4Y J AZ 8’75 17 199 1 5§§ g 605. 5 481 '71. 718 33 ggg 9 '8‘?2 1; iz} 21
+|0fficer's Salary Praopesed 2 4 181 2 750 700 9.322 & 210 < =
7. |Redeterained Charges 1§ 485 185 '72;35 é 377 $3131 650 §_ 97405 § B2 291 i ‘a_‘z’ o0 215 §221 %52 b
__8. |Overhesd Ratlo (£) |- 25,90 _ . 24,53 ..
7 /5%’( 1 2 7 3 R Jy w/( e w
1, [Allocation Pactors e Zeq " if
2, |0riginal Charges = Total % 7 92 352 ¥i 90 957 ﬁoz 610 § "8'5 ..16 5':..‘ i3’ ﬂsq 24 A3
3, |LESS; Mapagement Pee Charged to Plans y' % 467 13 ‘738 7 420 54% 29 815 u.o 068 R 27 22 03 25 826 .
Officers!*Salaries Charged to Plans 1, Losy _ias _ 7eonl ziies o391 503 L8 oo
4e Balance Yo §IT T o e § T e Tt TR e YR e OV
g. grogu: 41lowence Proposed {10% I Line 4) T2 0% 17 358 29 3';*3 7 &'7 37 566 'cz 029 947 22 g:g 19 f,'§ -
« |Officor's Salary Propcsed 2 15 300 . 010 8 079 22 %0 2 440 i, €28 T me
7. [Redetertined Charges $08 332 §1 %Leez § 704 %60 § 3'7 804 3"1251 06| §1145 22 § 667 623 § 258 893 § 218409 §__ LT
8, \Overhead Patto (%) l 21,16 s 22,44 -

1/ Excludes Overhead

" 2/ Based Upon ¥azinuw Teders] ITnsursnce Contributlion (? C&)

‘Approved For Release 2006/02/10 : CIA-| RDPBB 00964R000200090001 ‘6
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U yesERE R doNEET AGENCY.
Lo - FEBRBRRrBMRUIETRONINE ! CRENBEEE S0 SRS BT 5

COMMENTS ON AUDIT REPORT NO., 82 - 003 ~ D,

[

DATED MARCH 16, 1982

e

2. RENT vs OWNERSHIP '~

~ T %he finding under thi§ item is accepted

e —.

—_—— - ( $ 13 02 241‘-—-..:—-_-- -

which; together-with -

an adjusted overhead credit of $ 4 304, will be included with our
- annual Accounting Statement for 1982 as-a prior year adjustment i -

(décrease) . L ] Adjusted ] :
s ‘pirect = Overhead Total o 7
S vears ~~ ~ Overcharge _ Charged .~ Overcharge ~ .. .*%.
. ) - ’ '
1976 $(.. 772) $( 163) $( 935

1978 - - (1 702) (1-943)

TOTALS © . $(13 022) _$(4 304)

ChEa Sy ' : . IR ;
EXHIBITS-C & Schedules-12:00R for 1976 thru 1978 (ENCLS. 4 & 5)

1977 . (10 548) (2 198)

(12 746)

| (3 645) L
$ (17 326) -

28 75 522)

'_i‘ . o dee b

a~

ferieries o Approved,For Release, 2006/02/19.: GlA-RDP86-00964R000200090001-6

- . 3..OFFICERS SALARIES
) y . ’ -
Oour reply to your Informal Inquiry No. 11, dated“ll/lsfal
;. was, in exror; officers salaries should have been apportioned on
the basis of the Direct Salaries Method which is acceptable under
the principles of cost saccounting adopted by this Agency as of - S
1974. This method not only relates management's dollars to those -
of production, but also maintains consistgncy -~ which is a funda- =
mental requirement specified by the Federal Procurement Regulations.™—
* s . T N . Lot P T -
In recognition of the above comment, officers salaxies for -
. 1980 were adjpsted on the basis of Dirept_Salar;esﬁRatios,_Thisr
produced an undercharge of $30 946 which, together with an adjusted
¢ overhead credit, credit of $ 22 424, will be included with our _
Annual Accounting Statement for 1982 as a prior year's adjustment =7
(- of $.8 522 (increase).. = - :c¢- ‘ Vg
‘l?ihiarmimf155cheau1e-1z=oo¢for 1980 (ENCLS. 4 & 5) = . (17"
A L L AU L SR A G Ty DR ER TR I WA RS -5
T ind tecrioitan ‘ } LevE
) il :_,‘-_-.._3(?-,.-., R --;; B D R Y | l " - ‘ o
Seocc ToULen Eolantoaens : . - - ieom R ET
_gggnoéunﬁ'NQL“J};(szeétz'Wof 5
R V5 5 0/ : 7 R LR S -
Faomr o LRI - h - € e .. el -
i HE DI AR i }‘ L. frrsred - .. -
(]



: JOSEPH E. - JONES AGENCY
: FEPEIGYEd EPpRejvEes200BNR/ A : BENRPPSS 00IRIRO00QOROSON)1-6

M ]

COMMENTS ON' AUDIT-REPORT NO. B2 - 003 - D, DATED MARCH 16, \1982

——

4 .‘ REAPPORTIONMENT - ~—c% Jiniin Livizill ¥l LTIT0nal &-.35i -{$--9 978).-- .-
prmmnnr g g meeem T ond dnenlafiv e ZULlivole tneTers 1T J e :

o T LW TE Ny s e pomeene

There-is Ho way to detérmine - from the audit report whethex s
this finding is correct. Our computation produced an overcharge of
$ 4 171 which will be included in our Annual Accounting Statement
for 1982~as prigr years*adjustments (decrease). )

oo e b ne opET—ewt 3T 4be mToseT o7 §1.ER° freozre “-s.ToOtal. .
L. 5, mmmrms mps TeoorDlYeet rmvemmerls Lrolnmsd (over) -
ot e iem_twtaa memy s o T :".?-_" . rReaPport_ Adjusted .- Under -

TRIRt t gars - 0 -7 - 27 jonment _Overhead Charge _

e A7 TIATLID TR0 303505 B05) | ¥ 20 '908)
14—‘ rri opressnilze Feso 2llogziol AnTIOM rwmn:;- Z~ 7-“, 5- ==

el 701979 ine fiat weswoemi--1521B -0 ---) 5319 - --16 737
qm e, RN Tl T2 e EBIOZ Lo lwd

TOTALS
[}

é&l 2 085) $(2086) S 4171y

EXHIBIT-C & Schedules-12:00 R -for 1977 & 1979 (ENCLS. 4 & 5)
TLe il who prillnelUTe Tt ogmooecmrTan Tt L T

5. DEﬁRECfATION " ' ::“..”.:‘:-:'--_-f:”-'. PP .ffrf-; .?_Z-.. ::;..'.;__L.” ($ 6'3943.

- - -~ . PR
P RO ) A Teatm - o everem e hen e e e s

The fiﬁﬁipgﬁﬁnagf?fﬁis“iﬁéﬁ:is‘apéééteq vhich, together with an
adjusted overhead credit of $ 1 332, will be included with our Annual
Accounting Statement for 1982 as a prior year's adjustment (decrease).

E.

: pirect oﬁefcharge ($ 6 394)
. Adjusted Overhead (1 332).
s Total Overcharge ~ ($ 7 726}

EXUIBIT~C & Scl}edu_le—.lz:oo for 1977 (ENCLS. 4 & 5)

', 6. RENT-REAPPORTIONMENT - ~-- - *-° == - (S 3 404)
N'Thaifinding under this-item is accepted which, together with an
adjusted overhead credit of § 709, will be included with our Annual.
Accounting Statement for 1982 as a prior year adjustment - (decrease).

- . v, .
cmm e s wessmdoadf

. Direct Overcharge ($ 3 404)
Adjusted Overhead ( 709)
. . Total Overchérgg_ (s 4 113)

EXHIBIT-C & Schedule-12:00R for 1977 (ENCLS. 4 & 5)

ENCLOSURE NO. 1 Sheet of '
6C/1 i/82 3 5

Approved For Release 2006/02/10 '.;CIA-RDP86-0096'4R000200090001-6
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JOSEPH E. g UNLED A UG BENCY
FEDERAL EMPLOYEES HEABLTH BENEFITS PLANS (FEHBP)
. Approved For Release 2006/02/10 : CIA-RDP86- 00964R000200090001 -6
- COMME.NTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16. 1882

s
Y

7. " LEGAL & ACCOUNTING $§ 1 200

The flndlng under this item is accepted and, together with an
adjusted charge for overhead of $ 120, will be included with our
Annual Accounting Statement for 1982 as a prio year's adjustment
(increase) .

Direct Undercharge  $ 1 200
Adjusted Overhead 120

Total Undercharge g 1 320

POy

EXHIBIT—Q & Schedule-lz OOR for 1979 (ENCLS 4 & 5)
7a;. POSTAGE‘Q;_ LI o .- §$ 2355

This'item was introduced by your auditors but does not appear
in the report; nevertheless, it will be included with our Annual
- - Accounting Sthtement for 1982 as a prior year adjustment (increase).

. _ pirect Undercharge $ 2 355
Yo Adjusted Overhead (1 _706)
~ Total Undercharge S 649

4

EYHIBIT-C & Schedule-12:00R for 1979 (ENCLS. 4 & 5)

ENCLOSURE NO. 1 Sheet 4 of 5
6/11/82.

Approved For Release 2006/02/10 ::CIA-RDP86-00964R000200090001-6



. JOSEPRE E. JONES AGERCY

o EBPR;BB&FWRJIQQ@%OE’EQHE'H 53&5553 509%&%&0285&%%8? 6

COMMENTS ON AUDIT REPORT NO. 82 - '003 - D, DATED MARCh 16 1982

‘8. INAPPROPRIATE _OVERHEAD CHARGES

w

a. Rent Allocatlon (1978) o 008

The fandlng under this item is accepted and was adgusted by
reducing the total overhead, recomputlng the overhead ratio and
applying it to the total costs chargeable to each cost center (See
ENCL. 5 for 1978).- :

Y-

b. Legal & Accounting Charges~~-

: The following findings under this sub-item are acceptable
and will be treated in the 'same manner as Item 8a above:.

e
<

(1) Accbﬁnfing Pee:(197?). L ($ 2 650)
(2) Legal Fee '_' (1978) B {8 1 950)

(3) Legal Fee (1979) St S { 2 100)
(See ﬂNCLs 5 for 1977 the 1979)

"NOTE: As stated under sub—ltem 8a the. ovexhedd
adjustments are not shown separately because
they are -included in the total adjusted over-
head for -each year; i.e., $ 1 983 (1977):% 1 529 .
(1978), $ 2 012 (1979)

®

L .
A

w

.

FNCLOSURE NO. '1 Sheet 50f 5
6/11/82
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" JODSEPH T“E.

~JONES s
FADETRAEd EVPRARZRBDONEDL/TY : BRNADREE 0BIGWS 0FRH5TdY1-6 -

S
BAGENCY : ..

COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982

ALLOCATION OF PRIOR YEARS' ADJUSTMENTS ($ 22 BAS)
) Total : )
Year PARTICULRRS Costs AFGE AFspa | GEHA NAPFE
1976 | charged 791 702! 190 B29 {102 454 | 85 476 |412 943
Chargeablé -} 790 767 190 602|102 331 | 85 383 412 449.
Overcharges P ( 935) ( 227)¢ 123)( 9IN( _ 494) -
Adjusted Allocation Ratios 100% 24.33 ¢ 13.14%) 9.73% 1 52.80%
1977|Charged ‘ ‘1 611 064 199 Bl12| 89 159| 83 291 {1238802 -
Chargeable i 565 571'] 193 370( 86 284 | 80 907 {1205010
Overcharges ( 45 493) (6 442)( 2 875)( 2 384)(33 792)
Adjusted Allocation Ratios 100% : 14.16%| 6.32% 5.24% 1 74.28%
1978{charged 855 158 449 503 1226 396.]176 950 | 2 309
Chargeable 851 513 |_ 447 583 1225 404 (176 217: 2 309
Overcharged ' ( 3 645) ( 1 920)( 992)( 733) -0-
Adjusted Allocation Ratios 100% 52.67% 1 27.21 - 20.12% . -0-
1979 icharged 1 180 826 689 080 267 345 224 131 270
Chargeable 1 198 883§ 699 678 [271 478 '227 457 270
¥ndercharged 18 057 : . 10 598 4 133| 3 326} -0-
2djusted Allocation Ratios 100%: 58.69% 1! 22.89%%1 18.42% -
198C ;Charged 1 785 489 1 054 383 401 254 {329 638 214
Chargeable 1 794 660 1 052 849 KO3 317331 280 214
Undercharged 9 171 5 466 | 2 063 1 642 -0-
Adjusted Allocation Ratios 100% 50.60% | 22.50% 1 17.90%4) -~
TOTAL PRIOR YEARS' ADJUSTMENTS ' A
(over) Under charged ( 22 845) 7 475 | 2 2061 1 7601{(31 286)
[N

6/11/82

- -

ENCLOSURE NO<3 .

" Sheet 1 of 1

Approved For Release 2006/02/10 ;; CIA-RDP86-00964R00020009'0001;6
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’5 COMMLNTS ON THE U S. OFFICE OF PERSONNEL MANAGEMENT 8 DRAFT ‘};E§]

I OF AUDITA&J’rBQe"dTF&%elésg%0802/%?Eﬁ-ﬁ65§€103&4%3§2%0090001 6

STATEMENT OF OVER AND (UNDER) CHARGES A — e
For the' Calendar Years Endeﬂ’DcceMbcr 31, 1976 ‘thru 1980
SOURCE: - Schedules 12 00-R :

1976 1977 "1978 71979 - < 1980  TOTALS
1. Management Fee TR R T S
2. Rent vs DC 7727710 548 © 1 702 -0- -0~ 13 022
-ownership OH - 163 2 198 1 943 = -0- -0~ 4 304
, s T 935 12 746 3 645 -0- . =0~ 17 326
3. Officers Salaries =0- =owe=0= - = 0= -~n. -b-m-_q(3o '846) - (30 946)
. OH Q- """ Q= - -0~ i <22 424 - 22 474
T «~0- -0- -0- T -0~ ";L 8 522)-- ( 8 522)
4. 'Reapport:.onment BN —0- 17 303 -0~ (15 218)= -0- - 2 085
. OH -0- - 3 605 ~0- (1519) -0~ 2 086
T -0-__20 908 -0- (16 737 __ -0O- 41
‘5. Depreciation DPC  -0-"" "6 393 —0- . . -0~ . _=0-_ . 6 39
. OH  .o- 1 332 ~0- e T 1 332
. T —0-. ' 7 726 -0-  ~=0- -0~ 7 726
6. Rent Reappor;xonmenEO—_ 3404 -0- = -0- - =0- 3 404
OH .o~ = 709 -0~ - -0- . —0- . 709
: T  -0- 4 113 -0- -0-  _ ~0- 4113
7. Legal. & Accounting -0- —=0- -0=" - 1°200) -0-" " 1“‘1’36‘)
| » OH «0-  ° =0- —0-  { 120) =0~ ' (- 120)
T -0~ -0- = -0- ( 1 320) .-0- ( 1 320)
7a. Postage . -0= =0T T =0T -0= {27°355) T 2 355}
| N OH -0- ~0- - -0~ -0~ 1 706 1 706
T__-0- ~0- -0~ __=0D- (  649) ( 649)
~TOTAL DIRECT B e T T _ ' '
COSTS - 772 37 648 1 702 (26 418) (33 301} { o s59g)
.
B. Revised Overhead 163 5 861 414 (3 651) ( 6 065) ( 3 278)

9. Oéerhead Adjystments -0- T 9831/ 1 529‘/ 2 Olz =0 195 35}719

:  Total Overhead 163 7 844 1 943 " ( 1 639) 24 130 32 441
TOTAL o | -
OVER _(UNDER) ' CHARGED 935 45 493 3 645 (18 057) (9 1713 22 845

1/ Adjusted Overhead of $ 2 650 for Legal & Accounting. (1977)

2/ Adjusted Overhead of § 908 for Rent and $ 1 950 for Legal (1978)
and Accounting.

3/ Includes § 661 Reapportionment of § 1 29 total adjustment of
Depreciation. ($716 X 92.4503 % = § 661) -

4/ Includes adjustment to Overhead of Deprec1atlon ($1 294). Legal
and Accounting ($1 200 & $ 2 100). ‘ )

ENCLOaURE 4. Sheet 1 of 1 : -

DC
OH
T

Direct & Apportioned Costs
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Mr. Joseph E. Jones, General Agent
Mutual of Ounaha L _
1666 Connecticut Avenue, N.W. I Lo -

~ Washington, DPC 20009 ‘

Dear Mr. Jones:

. For 1974 and 1975, our Office ©f Audits questioned the .propriety
of charging management fees as administrative expenses under the
Federal Employees Health Benefits Program contracts with American:
Federation of Government Employees and American Forelgn Service

.. Protective Association, Inc. After review and discussion we have

" decided to accept the management fees for the two years in.
question as reasohable charges._against the contracts.

.

pnon

Since it seems questionable to charge management fees as-
adninistrative.expenses in the absense 0f a contractual
arrangenent for such charges, we suggest you entexy Into a ) '
service-type contract with Mutual of Omaha which would identify -
the setvices required of an adninistrator and the management =~
-—.fee(s) an administrator should reasonably expect to receive for 7
‘providing the services.

L& . ‘ - P C s
f - R R N Rt LN, ,I(._-..

D RIS SRS | i
We trust this information will assist you.

P e S RO Siniiii}r’yOurs, .« > ‘ T
' ° /jkfé;ffg;évvzﬁf ’

13

. et | |
Kevin J. ‘Burns, Assistant Director
for Insurance Programs g

cc: gr. Kenneth Blaylock:
Mr. E. Gregory. Kryze
Mr. James L. Edwards 2
¥r. Irving Kator

.
<y, - [ERENE 4, 1
% : N
a—

D& THPw -8
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FEDERAL EMPLOYBES HEALTH BENEFITS PLANS (FEHBP)

" COMMENTS ON THE.U, S OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, D.’\TED MARCH 16, 1982
- ADJUSTMENTS TO ADMINISTRATIVE COSTS

ror the Calendar Year Ended December 31, 1976 Schedule - 12:;00-R
* Agency's . - FEHNBP AUDTIT
. . Combined Sales Group Claims Department Direct Total Report  Inquiry
pParticulars Costs oOverhead Cept Total Non-FEHBP FEIIBP Costs " Costs Item No. No.
(1) (2) x 3} (4) (5) (6) (7 (8) (9) (10) (11)

+ 1, oOriginal Reapportionment Ratios « « « o o « +» o » »100.0000% 10.7963% 89,2049 % - T- - - .
2. Revised Reapportionment RatioS . ¢ .« o o o« o o o - - - - - | e - -’M"‘,v
3, Original Costs 1 712 128 298 998 680 844 730 280 78 843 651 437 2 006 . 653 443

g 4. Applied Overhead (298 998) 144 057 154 517 16 682 137 835 T 424 138 259
3 5. ( 21.15856%) -
2 6. TOTALS 1 712 128 ~0- 824 901 884 797 95 525 789 272 2 130 791 702
4 . \
3 7. ADJUSTMENTS PER AUDIT:
\
m o8, Rent vs Cwnership 772 (772) (772) 2 B-6
) 9, Overkead (21,15 +856) .. 163 163 {16
i 10, TOTAL OVERCIIARGI;I . 935 935 03
11, ' ’ -
} 12.  BALANCE CHARGEABLE 788 337 2 430 790 767
}
" N

NSLR LS

-

- ¥
1.

(6/2/82)
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHNBP)

COMMENTS ON THE U S OFFICE OF PERSONNEL, MANAGEMENT' S DRAFT OF AUDIT REPORT NO.
‘ « ADJUSTMENTS TO ADMINISTRBTIVE COSTS
For the Calendar Year Ended December 31, 1977

70 s Approged Foﬁeleasef@ﬁlﬁﬂéoSCIA-RRPE_.'G-@4BOQEZOOOBOOO1-6

'

E-003-D, DATED MARCH 16, 1982

Schedule - 12:00-R.

‘Agency's . - FEHBP AUDbDTIT
Combined Sales Group Claims Department Direct Total Report  Inquiry
Particulars Costs ‘Overhead Dept Total Non~FEIBP FEHBP Costs ‘Costs  Item No. No. !
(1) (2) (3} (4) (5) (6) (7) (8) (2} (10) (11} :
1. oOriginal Reapportionment Ratios . . . ... . . . . .100.0000% 3.0000% 97.0000% - T- o
2. PRevised Reapportionment Ratios . . et e o o o o J100.0000% 4.9539% 95.0461% - - 4 B -8 L
3. Original Costs 2 487 540 337 722 721 100 1 212 721 36 381 1 227 458 164 879 1 392 337 :
4. Applied Overhead -0= (337 722) 113 280 190 510 5 715 192 825 25 902 218 727
5. (15.7093 %) .
6, '_ TOTALS 2 487 540 -0- 834 380 1 403 231 42 096 1 420 283 190 781 1 611 064
_——= Y AY A
7. ADJUSTMENTS PER AUDIT:
8. Rent VS Ownership 10 548 - - ( 10 548) - { 10 548) 2 B~5 & 6
9. Depreciation . 6 592 - ) ( 198) ( 6 394) - ( 6 394) 5 B-4
lo. Rent . 3 404 ( 3 404) - ( 3 404) 8a B-7
11. Legal & Accounting ( 2 650) 2 650 - - - - - 78 B-9 )
12, TQTAL ADJUSTMENTS -0 (2 650) 19 790 - 3 206 _( 20 346) - { 20 346) ¢
13, Adjusted Original Costs i
14, (Line 3 TESS 12) 2 487 540 335 072 740 890 1 212 721 39 587 1 207 112 164 879 1 371 991
15, REVISED COSTS AND REAPPORTIONMENTS {Adjusted) ' fﬁ
16. Adjusted Costs 2 487 540 335 072 740 8%0 1 212 721 60 077 1 189 809 164 879 1 354 688 ’
17. Applied Overhead - Revised ’
18, (15,5669 %) ~0= (335 072) 115 334 188 783 9 352 185 216 25 667 210 883
19, TOTAL REVISED COSTS®2 487 540 =0 856 224 1 401 504 69 429 1 375 025 190 546 1 565 571,
20. REAPPORTIONMENT ADJUSTMENT (Line 3 LESS 16) - -0 17 303 _( 17 303) - - 4 B-8
21, OVERCHARGES: Total COStS (Line 3 LESS 16) + 4 o « « « « = o v o o o = o o o o o 0 v v o . 37 649
22, Applied Overhead (Line 4 LESS 17)¢ « o 4 o o v% o o o o o o o o o « o o o 7 844
23, TOTAL + ¢ o ¢ # @ o o o oo oo s s s s v o o s oo s o s a s oo 45 493

Approved Eor Release 2006/02/10 ; CIA:RDP86-00964R000200090001:6
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E. JCNES AGE

FEDERAL EMPIOYEES HEALTH BENEFITS PLANS (FEHBP)

COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT QF AUDIT REPORT NO.

ADJUSTMENTS TO ADMINISTRATIVE COSTS

For the Calendar. Year Ended December 31, 1978

E-003-D, DATED MARCH 16, 1982

Schedule - 12:00-R

TOTAL. « o o o o o o o « o o st s s o o o s o o o o o o e s s

L \ge

|

Agency's ° - FEHBEP AUDTIT
Combined Sales Group Claims Department Direct Total Report Inquiry
particulars Costs Overhead  Dept Total Non-FEHBP  FEHBP Costs Costs. Item No. No.
(1) (2) 33 (4) (5) (6) () (8) (9) (10) (11)

1. original Reapportionment RAatios « o« « o o o o o 100.0000% 11.0000% 89.0000% - -
2. Revised Reapportionment RAti1OS ‘v o o o o o s e = o - - - - -
3., Original Costs 1 985 913 391 190 824 184 761 400 83 832 677 568 9 139 686 707

B 4. »applied Overhead

9 5. ( 24.5303%) -0~ (391 130 202 175 186_774 20 565 166 209 2 241 168 450

8 6. TOTALS 1 985 913 -0- 1 026 359 948174 104 397 843 777 11 380 855 157

=} \

$ 7. ADJUSTMENTS PER AUDIT:

o 8. Rent vs Ownership 1 702 - - ( 1 702) - ( 1 702) 2 B-6

o 9. Rent . ( 208) 208 - - - - - 8a B-7

= 10. Legal & Accounting ( 1 950 -1 950 - - - - - 8c B-9 & 12

o 11, TOTAL, ADJUSTMENTS ~0- (2 858) 4 560 - - (1 702) - (_1 702)

& 12, ADJUSTED ORIGINAL COSTS

© 13, . Totals 1 985 913 388 332 828 744 761 400 83 832 675 866 9 139 685 005

e 4. Applied Overhead - Revised

m15. (24.3075 %) ~0= (388_332). 201 447 185 077 20 377 164 286 2 221 166 507 !
16, TOTAL REVISED COSTS 1 985 913 -0~ 1 030 191 946 477 104 209 840 152 11 360 851 512

17. ovERcHARGES: Total Costs (Line 3 LESS 13) o o o o s e s o o man oo mm e e T 1 702

@ Applied Overhead (Line 4 LESS 14). o o ¢ o o o a's o o o 0 o m oo s 0t . 1 943

: . . . 3 645

Pal a -
Approved Eqr. 2006/02/48--CHA-RDP88=00964R0U0U200090001-6
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP) -
- ! v
COMMENTS ON THE U.S, OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982
. - ADJUSTMENTS TO ADMINISTRATEE COSTS -
For the Calendar Year Ended December 31, 1979 Schedule - 12:00-R
Agency's _ FEHBEP AUDTIT

. Combined sales Group Claims Department Direct Total Report Inguiry

particulars Costs Overhead Dept Total Non-FEHBP FEHBP Costs Costs Item No. No.
(1) (2) L {3 (4) (5) (6) (7) (8) (9) (10) (11)
1. Original Reapportionment Ratios . . . . . . . « » .100.0000% 9.0000% 91.0000% - -
2. Revised Reapportionment Ratios . . . . . . . . . .100.0000% 7.5497% 92.4503 - - . 4 B-8 i
3. Original Costs 2 348 912 430 567 861 373 1 002 971 90 277 - 912 694 54 001 966 695
4, Applied Overhead
5. (22.4447 % =0~ (430 567) 193 333 225 114 20 262 204 852 12 120 216 97z
6. _ TOTALS 2 348 912 ~0- l 054 706 1 228 085 110 539 1 117 546 66 121 1 183 667
. \

7. ADSUSTMENTS PER AUDIT: '
3. Depreciation:. ~

a.Per Audit 15 458 2 264 7 167 6 027 - - - -

b.Per Bouks . 14 164 1 995 6 858 5 311 - - - -

c¢. Net adjustment 1 294 269 309 716 - - - - 5 B-4
2. Legal & Accounting - ( 1 200) - - - - 1 200 1 200 7 Agency
). Lecal & Accounting ~ (2 100) 2 100 nd = - - - 8d B-12
L. TOTAL ADJUSTMENTS 1 294 (3 031) 2 409 716 - - 1 200 1 200
2+ ADJUSTED ORIGINAL COSTS* : o
3. (Line 3 (+) (=) 11) 2 350 206 427 536 863 782 1 003 687 75 775 927 9l2 55 201 983 113 4 B~8
e Applied Overhead - Revised
5. (22.2366 %) -0= (427 536)_ 192 076 223 185 16 849 206 _336 12 275 . 218 611
5, TOTAL_REVISED COSTS'2 350 206 -0= 1l 055 858 1 226 872 92 624 1 134-248 67 476 1.201 724
7. * ADJUSTED REAPPORTIONMENT - - ( 716) 14 502 15 218 - - 15 218 ¥
3. UNDERCHARGE: Total Costs (Line 3 LESS 13} . v 4 o v & o v o ¢ 2 ¢ o v o o s o = 2 » o o + ( 16 418)
3. Applied Overhead (Line 4 LESS 14). v v ¢ o « o%e o « o o o o o o o o o o o » (1639
Y. TOTAL: o ¢ o o ¢ o e o o o o o o 2 o s o o o w oo s o eo°a s40 o« o o - w oo (18057)

(6/2/82)
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COMMENTS OoN ’I‘HE U.S. OFFICE OF PE‘?SO\'NEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982

ADJUSTMENTS TO ADMINISTRATIVE COSTS
~ For the Calendar Year Ended December 31, 1980

Schedule = 12:00-R

‘ Agency's FEHBP AUDTIT
. Combined - Sales Group Claims Department Direct Total Report’  Inquiry
particulars Costs Overhead Dept Total Non-FEHBP FEHBP Costs Costs  Ttem No ﬁo i
) (2 )t (39 (4) (s) (6) (7) (8) e (9) (10) e (11)
1. Original Reapportionment Ratios . « « + o o « & & -100.0000% 5.8079% 94.1921% - -
2. Revised Reapportionment Ratios . . . o o o o o o o =~ - - - -
3. Original Costs 2 925 508 492 596 858 238 1 546 612 89 825 1 478 496 6 353 1 484 849
m 4. Applied Overhead -0= (492 59%) 173 769 313 146 18 187 299 354 1 286 300 640
(z) 5. (20.2472% ) )
§ 6, TOTALS 2 925 508 =0~ 1 032 007 1 859 758 108 012 1 777 850 .7 639 1 785 489
é 7. ADJUSTMENTS PER AUDIT: ’ \
i 8. Officers Salaries:
~ 9. Charged 52 000 ( 52 000) 3 B-11
10. Chargeable * ( 52 000) 10 148 8 998 32 854 1 908 30 946 -0~ 30 946
& 11. Postage .
o 12. Charged 40 552 ( 2 355} ( 38 197) =0- ( 38 197)
13, « Chargeable ( 40 552) -0- 40 552 -0= 40 552
w14, TOTALS -0~ _( 41 852 8 998 32 854 (447 33 301 ___-0- 33 301
©:15. ADJUSTED ORIGINAL COSTS '
u_116. (Line 3 (+) (=) 14) 2 925 508 450 744 867 236 1 579 466 89 378 1 511 797 6 353 1 518 150 ’
17. Applied Overhead =~ Revised
18. ( 18.2136 %) _ =0~ (450 744 157 955 _ 287 678 - 16 279 275 353 1 157 276 510
19, 'TOTAL REVISED COST2® 2 925 508 =0~ 1 025 191 1 867 144 105 657 1 787 150 7 510 .1 794 660
20, UNDERCHARGED: Total Costs (Line 3 LESS 16)c o v 2 « ¢ « ¢ =« o o = = o = « o o + e« « « o 33 301)
21. Applied Overhead (Line 4. LESS 17) v 4 v v ¢ v o o o o « o o o o “ e e e 24 130
22, TOTAL o+ o o o o o o o o o o o o« s s o s soa o o o o o o o o o o o o o s 9 171
%/  pistributed on Direct Salaries and ‘Reapportionment Ratios; i:e. '

Direct Salaries 19,515%
Reapportionments (See line 2 above,

17.305% 63.180%

(6/2/82)
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U= United States
S, ‘\\ Office of
<) Personnel Management  washington, D.C. 20415
In Reply Refer To: Your Reference:
' EXHIBIT 3

AUDIT REPORT

Federal Employees Health Benefits Program
Joseph E Jones Agency - Administrator:

Government Employees Health Association, Inc.
Association Benefit Plan
Plan 42, Contract CS 1065

Washington, D.C.

LARUE L LILED BLLEE L RN meL

Report No. E-83-001- Ex. 3 Date

QAML

seph W. Lowell, Jr.
pector General
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I. INTRODUCTION '

In November, 1981, we completed an audit of the Federal Employee Program (FEP)
operations at the Joseph E. Jones Agency for the years 1976 through 1980. The
audit was conducted pursuant to 5 U.S.C. Ch. 89; 5 CFR Ch. 1, Part 890; 41 CFR
1~15 and the terms of Contracts CS 1061, 1062, 1065 and 1164.

The Joseph E. Jones Agency is composed of three affiliated companies as follows:

Joseph E. Jones Partnership,
United Insurance Services, Inc. and
International Insurance Counselors, Inc.

While the total charges to the FEP contracts are generated by all three of the
affiliated companies, the principal contract administrator appears to be Joseph
E. Jones, individually (i.e. none of the affiliated companies is contractually
responsible for the administration of the FEP contracts). Currently the Admin-
istrator is servicing the AFGE Health Benefit Plan, the Foreign Service Benefit
Plan and the Association Benefit Plan. Accordingly, FEP subscriber claims sub-
mitted to these Plans are processed and paid by the Administrator. Until Janu-
ary 1, 1978, the Administrator also serviced the Alliance Health Benefit Plan.
Currently the Alliance Plan is administered by the Mutual of Omaha at its Group
Claims Office in Rockville, MD.

The Plans are all underwritten by the Mutual of Omaha Insurance Company, Omaha,
Nebraska. Joseph E. Jones (individually) is the Mutual of Omaha - Washington
Metropolitan Area General Agent (i.e. all Mutual of Omaha insurance written in
the Washington metropolitan area is written through Joseph E. Jones).

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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The Association Benefit Plan is sponsored by the Government Emplgyees Health
Association, Inc. (GEHA) under OPM Contract CS 1065. The Association Benefit
Plan is open only to members of GEHA and no associate memberships are offered
to other Federal employees. The Administrator processes and pays only those
claims submitted by retired members of GEHA. Healih claims for active members
of GEHA are processed and paid under other arrangements.

Joseph B. Jones has -acted as Administrator for these Pians since the inception
of the FEP program. Previous audlts of the Administrator™s operations were re-~
ported in conjunction with audits of the sponsoring Organizations and all pre-
vious audlt findings have been resclved.

We issued a Draft audit report (Report No. E-82-003 D) detailing the tentative
findings from our audit on March 16, 1982. The Adninistrator responded to the
Draft report on June 11, 1982. The Administrator™s comments on the audit find-
ings were considered in the preparation of this report and are included, in their
entirety as Appendix A Yo this report. ’

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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II. SCOPE OF AUDIT

The audit was performed in accordance with generally accepted Government
auditing standards and included such tests of the accounting records and
such other auditing procedures as were considered necessary in the circum-
stances.

The audit consisted of a survey and review of the claims processing
systems and procedures used at the Joseph E. Jones Agency to determine
if benefit payments are substantially in compliance with allowable bene-
fits offered by the Plans and that such payments were made in a timely
and efficient manrer. The review of the Administrator™s claims pro-
cessing systems was accomplished through the evaluation of a survey
questionnaire developed by OPM™s Insurance Audits Division. The survey
questionnaire was based on provisions of the Contracts and Brochures in-
volved and on OPM s regulations as contalned in Part 890 of Title 5 of
the Code of Federal Regulations. B

In addition, we selectively reviewed administrative expenses charged to
the Contracts for the years 1976 through 1980. Our review of administra-
tive expenses was based on the terms of the Contract and the cost prin-
ciples prescribed by 41 CFR, Part 1-15 to determine the allowability,
allocability and reasonableness of the charges to FEP.

The objectives of our audit were to determine whether costs were charged
to the FEP and services were provided to FEP subscribers In accordance
with the terms of the Contracts. We also sought to determine if the
Administrator™s policles and procedures resulted in efficient, effective
and economical operations.
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III. FINANCIAL DATA

ASSOCIATION BENEFIT PLAN

1976 1977 1978 1979 1980 Total

HEALTH BENEFITS PAID BY CONTRACT YEAR

$9,667,318 $11,263,039 $12,590,008 813,213,792 $14,991,929 $61,726,086

ADMINISTRATIVE EXPENSE CONTRACT CHARGES (@e@%a—/\uxm/%)

$ 75,017 $ 85,206 $ 176,950 $ 224,131 $ 329,638 $ 890,942

Gash Shte_ 7516 Y5203 yeso 225658 230330

4=
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IV. SUMMARY OF RESULTS OF AUDIT

Our review of FEP operations performed by the Joseph E. Jones Agency resulted
in the following: ’ ’

1. Administrative Expenses

{

a. PEP was improperly charged management fees of $541,673 during 1976
through 1980. The FEP contracts do not provide for a management fee
charge and the amounts charged were unilaterally determined by the
Administrator. (Audit Finding 1) ‘

b. For 1976 through 1978, the Adminlstrator charged FEP $13%,022 for
rent which was in excess of the costs of ownership of the premises
occupied. Such excess charges for rent are not allowed under the
FPR™s. (4udit Finding 2)

c. In 1976 and 1979, $75,522 in officers™ salaries was inappropriately
charged directly to FEP. The officers™ salarles should have been
allocated to FEP through overhead. (Audit Finding 3)

d. FEP was overcharged $9,078 for reapportionment ratio errors in 1977
and 1979. (Audit Finding 4)

e. FEP was overcharged for depreciation ($5,733 in 1977 and 1979) and
rent ($3,404 in 1977) and was undercharged for legal and accounting
expenses ($1,200 in 1977). (Audit Findings 5, 6 and )

f. During 1977, 1978 and 1979, FEP overhead was inappropriately charged
for legal and accounting expenses, and in 1978 FEP overhead was charged
duplicate rent charges. (Audit Finding 8)

g Oeerhsad adjustmenté due FEP as @ result of djems a ~Puoi.% @ 7 rIpa
" to $182,901. (Audit Finding 9)

h. The Administrator needs to implement additional financial management
techniques to enhance the financial management of FEP operations.

2. Claims Processing

We found the Administrator™s claims processing policies and procedures
to be generally satlsfactory. Recommendations are made which we believe
will more adequately identify (1) duplicate billings, (2) claims which
are not medically necessary (3) worker™s compensation claims and (4)
physical examinations. We also recommended changes in the procedures
for determining reascnable and customary physician fees and in the ad-
ministration of mental and nervous benefits.

-5
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V. AUDIT FINDINGS

A. ADMINISTRATIVE EXPENSES

1.

\ /‘,é[é‘ i‘\x‘é‘a/

! >
?/”'-( 5,‘,,;;,,,,_@{ ;

7

Management Fees _ ' $541,673

For the years 1976 through 1980, the Administrator claimed, as an administra-
tive expense against the FEP contracts, management fees of $541,673, as fol-
lows:

1976 1977 1978 1979 1980 TOTAL
Management Fees $56,467  $100,359 $92,651 $140,206 $151,990 $541,673

Our analysis of the management fee disclosed that the fee increased 169 percent
over the five year period, although the number of subscribers decreased by 53

percent between 1977 and 1980. %"%W VL‘Q"‘ s oMV A\
. :5\_, O ‘///‘/7?)
The Administrator s concept of management fee first appeared in 1974 following

the OPM Contracting Officer™s elimination of Agents” commissions from the
health benefits contracts underwritten by Mutual of Omaha. Contracts in effect
in 1972 and prior specifically provided for payment of commissions, based on

a percentage of premiums, as allowable costs under the contracts. In 1972, the
Contracting Officer informed all affected parties that commissions would no
longer be allowed under the contracts after 197%, but in order to allow the
underwriter and the agent time_to accommodate the change, OPM [then the U.S.
Civil Service Commission (CSC)] agreed to contract for a flat sum commission
payment for 1973 equal to the amount of the commission allowed for 1972. The
commissions were eliminated because CSC believed that there was insufficient
justification for a percentage commission which increased in relation to pre-~
m* s snd which bare no relationship to the valwe of the agent™ s services. Fur-
viner, U0 stated that the cusi of eany services that actually benafittal She FEP
and was covered by the commissions could be recovered as a valid charge to the
administrative allowance. The C3C estimated that the elimination of the com-~
nissions would save the program significant amounts of money in subsequent
years.

The first year following the elimination of commission payments the Admin-
istrator introduced an annual management fee as an administrative expense
under the contracts. During a 1981 meeting between the Contracting Officer
and the Administrator‘s)Comptroller,,the Comptroller admitted that the man-
agement fee was introduced as a substitute payment for the Agent™s commission
vhich was eliminated from the contracts after 1973.

Accordingly, we believe that the Administrator™s charges for management fees
are inappropriate and are not consistent with the CSC”s Contracting Officer”s
intent. The purpose of eliminating commissions from allowable.costs under the

-
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contracts was to achieve a savings for the program by eliminating .charges to
the contracts which were not based on a benefits received concept.

In addition, from 1974 forward, provisions of the administered contracts provide
for allowable charges as follows:

"Itenm ' o Amount
(i) Administrative Chérges Aketual, but not to exceed 2.6%
Organization, of total subscription charges

for the contract term. (Percent-
age allowance may vary under
specific contract)

(ii) Administrative Charges ~Actual, but not to exceed 4.0%
Underwriter of total subscription charges
for the contract term. (Percent-
age allowance may vary under
specific contract)

(iii) fTaxes , Actual

(iv) Service Charge (Fixed dollar amount negotiated
. for each specific contract)”
. _ _ (Parenthesis added)

The Contract further states that, " Administrative Charges™ means the amount
of expenses incurred in the administration of.{his contract inecluding, but

not limited to, the cost of maintaining the eligibility flles for coverage
under this contract, the cost of investigation and settlement of claims under
this contract, and the cost of making accounting and statistical reports.
EAmivdodiapditye syxeaogg 4"‘nca+ed to this contract will be actual, nrzcessar—.
L ‘ : R R T BRI mgritable and ceasonable basis, i1 propoe
gustlflcatlon and accountlng support. The Federal Procurement Regulations, 41

CFR, Part 1 ~15, shall apply in the determination of acceptable administrative
expenses."”

As noted above, the contracts do not specifically recognize the role of the -
dninistrator for either administrative charges or service charges.,f@he Kd- %
ministrator (in practlce) operates under the admlnistralgve charge allowance J
fovided for the Underwriter ’ "It should also be noted that the contracts

/ only provide for a profit (service charge) that is payable to the sponsorln;\>
N

organizatlons who are responsible for distribution of the funds to the under-
writer or otherwise (not controlled by OPM). For the years involved, the
nanagement fee (prof1t§ claimed by the Administrator is profit over and above K
the amount provided for in the contracts and thprefore, represents a violation 1
of the Contract. - T _ ‘ antot L /

3%fm¢4«L1% u&é}hma; b auo&auwu5i>7 1»4;224wﬁu4f\<?§> "!— /////

’,.//

—_— %{[ W s L.
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It is our opinion, therefore, that any profit awarded to the Administrator
. should be applied against the profit provided for in the contracts, thereby
N reducing the amounts due to the Underwriter. In addition, we believe that
\ any additional profits (in addition to the service charge) which are claimed
\ by the Administrator or others under the contract must be approved in advance
N by OPM and should be formally recognized in the prime contract. We found no
~._¢evidence that the concept or the amount of the Administrator™s managemént fec
was negotiated or approved by any of the principal parties to the contracts. .
It appears that both the concept and the amount of the charge was unilaterally
determined by the Administrator.

Adninistrator s Comments:
(See Appendix A for the full text of the Administrator™s Comments)

The Administrator stated that the auditors misinterpreted the intent and the
effect of the Contracting Officer s elimination of commissions from the
contracts in 1974. The Administrator contends that the change was primarily
to change the method of payment of the commissions from a percentage of pre-
miums to actual costs incurred in servicing the FEP. The Administrator takes
issue with the auditor s statement that the elimination of commissions was
intended to result in a savings to the program. The Administrator states

that prior to 1974, the commissions were for "... the necessary services per-
formed in administering the FEHBP" and that there was no objection to the eli-
mination of the commissions "... providing payment was made on the basis of
actual and necessary costs incurred in servicing the FEHBP". The Administrator
quotes from the Contracting Officer s letter as follows:

"The actual expenses incurred for identifiable services,
whetrer performed by the agert or the underwriter, which
are heuusthy to obe olwoadn orivicn of the contract and

policy would be a valid charge to the administrative ex-
pense allowance."

The Administrator contends that the management fee is payment for necessary
services and "... does not represent a profit...". The Administrator feels,
however, that subcontractors are entitled to a profit and that such profits
should not be included in the service charge payable under the contract. The
Adninistrator believes that payment of the management fee is in full compliance
with 41 C.F.R., Part 1-15 because that part specifically refers to payments to
subcontractors and authorizes costs as an allowable charge to the contract to
the extent that the allowance is consistent with the relevant subparts. The
Administrator stated that the managoment fee has been the subjegt of negotia-
tion between the Jones Agency, the contractors and the Contracting Officer.
The Administrator then points out that the Contracting Officer,sby letter

e P

. Gated Februarxﬂ5,_1981 accepted the concept of charglng a management fee

to the contract for 1974 and 1975 T

sy rhor e e ~
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Inspector General's (16) quiy to Administrator™s Comments:

We do not believe that we have misinterpreted the Contracting Officer™s
intent in eliminating commissions from the contract. The facts sur-
rounding the contract change clearly show that the purpose of the
change was to eliminate unnecessary charges from the contract and that
savings would be realized from the change. The anticipation of savings
under the contract is evidenced by an internal memo from Mr. W. P.
Gulledge (formerly Chief of Employee Organizations Division), dated
March 1, 1973, &s follows:

"We have also entered into agreements with carrliers who
have a commission to pay a flat sum for 1973, equal to
the amount of the commission in 1972. ... We have in-
formed those carriers that it is our intention to elim-
inate commissions for 1974, and that any payments to
brokers will have to come out of the insurance and/or
service charge.

ee» All of these actions amount to a savings In the Program
of approximately $2,499,100."

As can be seen from the above, a savings to the FEP was anticlipated upon
eliminating commissiens from the contracts. The Contracting Officer

di1d, however, inferm all partles that any costs which are necessary for
the administration of the contract and which were previously included in
commissions would constitute allowable administrative charges to the
contract. This, of course, means that such charges would require docu-
mentation and support to the same extent as other administrative charges.
The Administrator states several times in his comments that the commlsslons
. .7 now *he menegement fee) were for "actual and necessary costs incurred
T Lawtielng ths TEBHBP.Y  Howevex, it Mdministiator ..os not provides oo
documentary evidence of the services provided or the cost ~f such services.

Although the Administrator contends that the management fee does not repre-
sent profit, we believe that the amount 1s purely profit and we continue

to believe that the only profits allowable under the contracts are repre-
sented in the contracts as service charge. _The service charge is paid

to the contractors_(Organizations) for distribution as they see fit. OPH
has no control on the use of the service charge awards. Any profit to be
paid to the administrator, therefore, should be.paid from the. service
charge. This IG position is substantiated by the above quoted V. P.
Gulledge memo (last sentence, first paragraph) and is also based on cor-
respondence of former high level OPM officials who addressed the probl

Len
of profit for third party administrators. In this regard, we note that
Mr. Ruddock (former CSC Contracting Officer) informed another Employee
Organization plan that third party administrator profi} shall be paid

from the negotiated flat-sum service charge. In additionm, early memos
from Mr. Sol Papperman (former Chief of Legislative and Policy) and from
Mr. Travis Mills (former Asistant General Counsel) set forth the principle
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that charges for profits do not constitute allowable administrative charges
to the coniracts and that the only profits provided for are in the form of
the negotiated flat-amount service charge. We add to the above, that es-
tablished and proper contract accounting prlnciples dictate that profits

be accounted for separately from administrative and other costs. :Sections
3.5 of the audited contracts define administrative expenses in accordance
with such principles.

Finally, the Administrator states that the management fee has been negotia-
ted with the contractors and with OPM. The Administrator, however, did not
provide any evidence of negotiations and we continue to believe that the
amounts charged were unilaterally determined by the Administrator.

The Contracting Officer™s allowance of the management fee charges for 1974
and 1975 was based on advice from the Insurance Audits Division contained
in a memorandum dated February 10, 1981, as follows (in part):

"For the years involved (1974 and 1975), we felt that the
combination of salary and management fee pald to Mr. Jones
resulted in compensation that was somewhat high, but we agreed
to accept the amounts for those years because of the period
involved and because our opinion of reasonable compensation
would not be significantly less. Our acceptance of the
amounts for 1974 and 1975 does not constitute our concurrence
of +the management fee concept or its method of computation.”

Recommended Corrective Action:

We recommend that the Contracting Officer disallow the management fees (and
applicable overhead) charged to the FEP contracts by the Administrator for
the periods 1976 through 1980. The amounts so charged should be credited to
FEP on the next Annual Accounting Statements submitted by the administered
Orgunizations.

Ren! versus Ownership (E}Lﬂ%ﬁo/‘12Lw~<u~wﬂkldg:3 $13,022

Our audit disclosed that for the years 1976 through 1978, the Administrator
overcharged FEP, as direct charges against the FEP contracts, $13,022 for
rent which was in excess of the costs of ownershlp, as follows:

1976 1977 1978 TOTAL
Excess of Rent over
Ownership (Direct) $ 772 $10,548 $1,702 $13,022

. Questioned overhead charges applicable to the unallowable rent overcharges are
included in Audit Finding A.9. (Overhead Adjustments).

Administration of the FEP programs 1s conducted in thelr entirety at 1666
Connecticut Avenue, N.W., Washington, D.C.. The ownership of the bullding

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6



Approved For Release 2006/02[10 . CIA-RDP86-00964R000200090001-6

“
P

at this location is considered to be under common control of ownership with
the Administrator, Joseph E. Jones. The building is owned jointly by the
Joseph E. Jones Partnership (as a partnership landlord) and a corporation.
The pariners of the Joseph E. Jones Partnership are Joseph E. Jones and his
wife, each partner owning a 43 percent interest in the building. The remain-
ing 14 percent ownership of the building is held by a corporation which, in
turn, is also fully owned by Joseph E. Jones and his wife.

Since the building is wholly owned (directly and indirectly) by Joseph E. Jones,
we believe that the requirements of the Federal Procurement Regulations (FPR's),
41 CFR, Part 1-15.205-34(g), are applicable. These provisions state, in part:

“Charges in the nature of rent between any division, subsidiary,

or organization under common control are allowable to the extent
such charges do not exceed the normal costs of ownership, such as
depreciation, taxes, insurance, and maintenance (excluding interest
or other unallowable costs pursuant to this Part 1-15)..." .

Accordingly, we believe that FEP contracts administered by Joseph E. Jones were
overcharged 313,022 for rent in excess of ownership costs during 1976, 1977 and
1978. .

Administrator™s Comments:

"V The Administrator concurred with the finding.

Recommended Corrective Actions:

a. We recommend that the Contracting Officer disallow $13,022 for the rent
charged in excess of the cost of ownership (plus applicable overhead
charges) which have been charged to FEP contracts administered by the
Administrator. '

we Morzoooants dissl | ovse shousd be nreotve . | . e adpanlsterea UP
contracts on the next Annual Accounting 3tatement submissions.

C

Officers™ Salaries $75,522

During 1976 through 1979, the Administrator inappropriately charged a portion
of officers” salaries as a direcl charge to the FEP contracts. Officers” sal-
aries are, by their nature, consldered to be more properly charged as indirect
costs through overhead allocations. The incorrect charges, for the years in-
volved are: ' :

1976 1977 1978 1979 TOTAL
Officers‘ - EE—— —_—
Salaries (Direct) $14,947 $22,079 $15,%28 $23,168 $75,522

i}
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Questioned overhead respltipg from the improper charging of officers” galaries
as direct charges to the FEP contracts are included ip‘ﬁﬁdit FPinding A.9 (Over-
head Adjustments). o \ ‘ S

Administrator™s Comments:

"... officers salaries should have bcen apportioned on the basis of the Direct
Salaries Method which is ascceptable under %the principles of cost accounting
adopted by this Agency as of 1974. This method not only relates management s
dollars %to those of production, but also maintains consistency - which is a
fundamental requirement specified by the Federal Procurement Regulations.

"In recognition of the above comment, officers salaries for 1980 were adjust-
ed on the basis of Direct Salary Ratios. This produced an undercharge of
$30,946 which, together with an adjusted overhead credit credit (sic) of
$22,424, will be included with our Annual Accounting Statement for 1982 as

a prior year s adjustment of $8,522 (increase).”

Inspector General’s Reply to Administrator™s Comments:

As stated in the audit finding, we determined that the Administrator improperly
charged FEP contracts $75,522 for officers” salaries for 1976 through 1979 as a
result of charging officers” salaries directly (i.e. via the Direct Salary Ratio)
to the FEP. For 1980, the Administrator had charged officers™ salaries according
to our recommended method, but in his comments has stated that 1980 will be ad~
justed to the Direct Salary Ratio. Officers™ salariesg, by their very nature,
are more properly classified as indirect charges and should have been allocated
to FEP contracts through overhead [distributed on a ratio of total overhead
costs to total direct costs (%total costs less overhead costs)]. The Administra-
tor~s overhead pool is subdivided into three departiments: Administrative, Con-
troller and General Services. Mr. Jones, in his capacity as Chief Operating
(et op 0F 4Yhe ep.ire businems, shoild properly charvge his salary to the Armin
jstrative overhead pool since this pool collects costs which generally beu.fit
the total organization. Mrs. Jones, on the other hand, works primarily in the
accounting area and should properly be charged to the Controller overhead pool.

We believe that charging officers™ salaries to overhead is appropriate and is
generally recognized throughout the cost accounting profession. Company officers
can not normally identify their efforts to any final cost objective since their
time is spent indiscriminately managing all lines of the company 8 business.

All costs associated with such officials should, therefore, be allocated to final
cost objectives on a basis that is all encompassing and which equitably assigns
the costs to all business of the company.

We do not agree that the Direct Salary Ratio used by the Administrator is an
appropriate basis for the distribution of officers” salaries. Direct salaries,
in this case, are heavily weighted toward the FEP programs and, %herefore, would
cause a disproportionate share of officers” salaries %o be charged to the FEP.
The actual time expended by the officers in support of the FEP is considerably
less than that derived from the proposed Direct Salary Ratio method.
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Recommended Cdrfeéti?e Action:

We recommend that the Contracting Officer require the Administrator to credit

FEP $75,522 (plus applicable overhead) for improper direct charges of officers”
salaries on the next Annual Accounting Statements submitted by the administered
Plans. ’ - o

4. Reapportionment'Ratio Errors $9,078

~ The Joseph E. Jones Agency uses a ratio of Federal program drafts to total pro-

. gram drafts to allocate costs of the Group Claims Division to its Federal and
Non-Federal segmenis. In 1977 and 1979, incorrect statistics were used in calcu-
lating the ratio. :

For 1977, the draft count for the "School” line of business was not included in/ o
the draft count for the Non-Federal segment and the GEHA~Active line of business,
was improperly included in the Federal segment. In developing the ratio of Fed-
eral program drafts to total program -drafts for 1979 reapportionment allocations,
the Administrator erroneously included GEHA-Active drafts in the Non-Federal seg-
ment. Due to their special nature, GEHA-Active drafts should not be included

in the draft counts. As a result FEP was overcharged $21,032 in 1977 and under-
charged $11,954 in 1979.

Questioned overhead resulting from the reapportionment ratio errors described
above are included in Audit Finding A.9. (Overhead Adjustments).

Administrator™s Comments:

The Administrator concurred with the audit finding. However, in computing the
amount of the finding, the Administrator eliminated costs questioned in findings
4 Wﬁl and #3 with which they did not agree.
et Fore  enfpplates Ardrita
Ve eomen T e SRR A ot

We recommend that the Contracting Officer require the Administrator to credit
the appropriate FEP Special Reserves $9,078 (plus applicable overhead) in order
to adjust 1977 and 1979 reapportionunent charges to the proper amounts.

5. Depreciation Charges $5,733

Our analysis of depreciation charges from 1976 through 1980 disclosed allocation
errors in CY 1977 and 1979. In 1977, total depreclation charges were not adjusted
for auto and boat depreclation before allocation to FEP. This error resulted in
a $6,394 overcharge in 1977. In addition, FEP direct charges for depreclation
expense in 1979 was understated by $661.

Overhead adjustments resulting from the improper depreciation charges are in-
cluded in Audit Finding A.9 (Overhead Adjustnments).
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Administrator™s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action:

We recommend that the Contracting Officer require the Administrator to credit
FEP contracts administered with $5,733 (plus applicable overhead) on the next
Anuual Accounting Statements to adjust for the incorrect depreciation charges.

Rent Allocations $3,404

In 1977, the Federal Claims Division was directly charged $3,404 for rental
charges that shculd have been directly charged to the Non-Federal Division.

Overhead adjustments resulting from improper rent direct charges are includ-
ed in Audit Finding A.9 (Overhead Adjustments).

Administrator™s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action:

We recommend that the Contracting Officer require the Administrator to credit
the FEP contracts administered with $3,404 (plus applicable overhead) for in-
appropriate rent on the next Annual Accounting Statements submitted for the
sdministered Plans.

Legal and Accounting Charges $(1,200)

Mgt charges bo BREP for legal ard 2ccourting Iin 1979 were understated by
Wik, 200,

Appropriate overhead adjustments for these undercharges to the FEP coantracts
is included in Audit Finding A.9 (Overhead Adgustments)

Administrator™s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action:

- We recommend that the Contracting Officer allow the Administrator to charge

FEP coniracts an additional $1,200 (plus applicable overhead) on %the next
Annual Accounting Statement submissions. .
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8. Inappropriate Overhead Charges

a. Rent Allocation

In 1978, the Federal Claims Division was Improperly allocated $908 of rental

charges as a result of including duplicate charges in the overhead expense
pool. Accordingly, FEP contracts were overcharged a portiom of the $908
charge in 1978.

Legal and Accounting Charges

We determined that charges in the amount of $2,650 for the preparation of
Mr. Jones~ personal income tax returns were improperly included in legal
and accounting charges for 1977. Accordingly, FEP Contracts were over-
charged a portion of the $2,650 in 1977.

In 1978, $1,950 in accounting fees for the dissolution and liquidation of

Joseph E. Jones, Inc. was improperly included in the total charges for

legal and accounting fees allocated through overhead. The FPR's (41 CFR
1-15.205~23) provide that reorganization costs should not be charged
to Government contracts, as follows:

"Expenditures in connection with (a) planning or executing the
organization or reorganization in the corporate structure of a
business, including mergers and acquisitions, or (b) raising
capital , are unallowable. Such expenditures include, but are
not limited to , incorporation fees and costs of attorney, -
accountants, brokers, promoters and organizers, management
consultants and investment counselors, whether or not
employees of the contractor." L41 cFR 1-15.205-23

For 1979, legal and accounting fees charged to overhead included unallowable
charges totalling_$2,100 resulting in an overcharge to FEP for a portion of

- L S,
PS> RSN . PAV

Adjustments for these items are included in Audit Finding A.9 (Overhead Ad-
justments).

Administrator™s Comments:

The Administrator concurred with the audit finding.

Recommended Corrective Action:

Since the items in this finding are the result of inappropriate charges to the
overhead expense pool, implementation of the Recommended Corrective Actlon for
Audit Finding A.9 (Overhead Adjustments) will result in proper adjustment for
these itens.
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Overhead Adjustments h'$182,901

As a result of Audit Findings 1 through 8 (above), the following adjust-
ments to FEP overhead are appropriate:

Questioned
Year Overhead
1976 $ 13,446 (
1977 21,357
1978 38,687
1979 46,464
1980 62,947
Total $182,901

Recommended Corrective Action:

We recommend that the Contracting Officer require the Administrator to credit
the appropriate FEP Special Reserves $182,901 on the next Annual Accounting
Statement in order to adjust 1976 through 1980 overhead charges to the proper
amounts.

Financial Management

Our review of the Administrator™s system of financial management disclosed
that procedures have not been established which provide for budgeting tech-
niques or which provide for an independent audit of the financial records.

Administrative costs associated with the Administrator™s Federal programs
runs in excess of one million dollars annually and are considered to be
significant enough to require proper financial management control. 1In

this regard, the Administrator should prepare annual (at minimum) budgets
of the major expense areas based on past experlence and reasonable projec-
toine of Puture activities. Actus™ erformance during the yzar should be
neasured agalnst the budgeted amounts aad varlances should be investigated
on & monthly or quarterly basis. Budget preparation and execution 1s con-
gidered to be a fundamental financial management tool which assists managers
in controlling business expenditures and activities. To operate through

a contract cycle without any plan of action could result in the expenditure
of FEP funds for unnecessary purposes or could result in expenditures in
excess of the celling limitation.

We believe that a system of budget preparation and execution is imperative
for the proper financial management of the FEP.

Since the OPM Audits Division audit cycle allows a substantial time between
repeat audits of participants in the program, we believe that the ﬁg&ual

_hccounting Statements submitted to OPM should be audited by an indgpendent
- accounting firm, Such a requirement is necessary to insure consiskency and

accaracy of reporting costs to OPM and to insure that internal controls are
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adequate and functiocning properly. As above, we believe that administra-
tive expenditures in excess of one million dollars annually represents

a significant cost to the program and requires proper financial manage-
ment. In addition, an independent audit of internal controls and other
financial management technigues used to control the many millions of bene-
fit dollars paid annually is necessary.

Aduinistrator™s. Comments: (

"Maintaining a budget requires reliable information on which to base a pro-
jection. In the field of health benefits there are no reliable statistics
available for use in ascertaining the number of persons that will become
enrollees of a health plan for any given period.

“Since Administrative costs that are chargeable to the FEHB plans are audited
on a monthly basis, it would be impractical and costly to both the Agency and
the Government to generate such an added expense.”

Audits Division™s Reply to Administrator™s Comments:

Projections of health benefits dollars are actuarially determined and were
not intended to be included in our recommendation. Our concern is for
proper control and management of the more than one nillion dollars expended
annually for administrative costs.

The audit referred to in our finding is that of an independeut audit done
on an annual basis. Any internal audit performed by the Administrator
(either monthly or on some other cycle) should be continued but it is not
a substitute for an independent audit performed by an outside, unrelated
accounting firm. ‘

Recommended Corrective Action:

s penommnend “hat the Contracting Officer requive the Administrator to
establish more adequate financial management techniques in crder to mon-
itor FEP expenditures. Ve recommend that implementation of the two finan-
cial management techniques referred to above (Budgeting and Independent
Audit) be considered as minimum requirements for adequate financial manage-
ment. :

CLAIMS PROCESSING
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Manual System; Association Benefit Plan (Retirees)

The Administrator manually adjudicates claims for

the Association Benefit Plan. Although these Plans
are also underwriten by the Mutual of Omaha, they have not been put
on Mutual™s automated PCA system.

Our review of the claims processing policies and procedures of the man-
wally adjudicated plans found the systems to be generally satisfactory
and no significant deficiencies were noted. Two areas, however, as de-
scribed below, are considered to be in need of improvement:

a. In the application of R & C criteria, adjudicators apply a
10 percent tolerance factor which permits full payments for
nisins which excead R & C limits by 10 narzent.

We believe that this practice is contrary to the R & C re-
quirements of the Contracts and results in claims experience
being unnecessarily inflated. '

b. In the application of mental and nervous benefits, the Plan
treats the initial hospital admission for a mental and nervous

patient as a "medical" visit, not subject to mental and nervous

limitations as provided in the Foreign Service Benefit Plan.

" It is our opinion that the initial visit of a mental and
nervous patient should be considered as a mental and ner-
vous benefit, subject to Plan benefit limitations.

Recommendations:

a. We recommend that the Administrator discontinue the practice
of allowing a 10 percent tolerance factor to R & C determin-
ations and that R & C criteria be considered as the maximunm
amount payable on routine claims.
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b. We recommend that the Administrator treat the initial hospital
adnigsion for mental and nervous patienis as a mental and ner-
vous benefit, subject to mental and nervous limitations.

Administrator™s Comments:

The Administrator does not agree with the recommendations.

%
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ACCOUNTING STATEMENT ADJUSTMENTS
SCHEDULE A

VI.

TOTAL QUESTIONED CHARGES - JOSEPH E. JONES AGENCY

Administrative Expenses

1. Management Fees

| 2.

9-

Adjustments are required for the amounts shown above on the next Annual Accounting
[terenenta.

Rent versus Ownership

Officers™ Salaries

Reapportionment
Ratio Errors

Depreciation Charges

Rent Allocations

Legal and Accounting

Charges

Inappropriate Overhead

Charges

Overhead Adjustments

TOTAL

Year Charged in Annual Accounting Statement

1976 1977 1978 1979 1980 TOTAL
{

$56,467 $100,359  $92,651 $140,206 $151,990 $541,673
T72 10,548 1,702 - - 13,022
14,947 22,079 15,328 23,168 - 75,522
- 21 1032 - (11 ’954) - 9’078

- 6,394 - (661) - 5,733

- 3,404 - - - 3,404
- - - (1,200) - (1,200)
13,446 21,357 38,687 '46,4647 62,947 182,901
$85,632 $185,173 $148,368 $196,023 $214,937 $830,133%

Additional adjustments are r2quired for lost investment income on all findings computed
to date funds are returned to FEP. :

-~25-
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AUDIT
FPINDINGS

Administrative Expenses

1.

2.

Management Fees

Appr’ovedvl-Idr

Rent versus Ownership

Officers™ Salaries

Reapportionment
Ratio Errors

Depreciation Charges
Rent Allocations

Legal and Accounting
Charges

8.9 Overhead Adjustments

TOTAL

ASSOCIATION BENEFIT PLAN

364R000200090001-6

Year Charged in Annual Accounting Statement

/7
1976

$5,494
75
1,454

3.0 ks
1977 1978 1979 1980 Total
$5,259 $18, 642 $25,826 $27,206 $82,427
553 342 - - 970
1,157 3,084 4,268 - 9,963
1,102 - (2,202) - (1,100)
335 - (122) - 213
178 - - - 178
- - (221) - (221)
1,119 7,784 8,559 11,268 30,038
$9,705  $29,852  $36,108  $38,474  $122,468

Adjustments are required for the amounts shown above on the next Annual Accounting
Statement. .

Additional adjustments are required for lost investment income on all findings computed

e U a e ceturned to FER

-26-
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7 March 1983
NOTE FOR: DD/Pers ' :

Attached is a letter from OPM transmitting their audit report of
the Jones Agency for the years 1976 through 1980. |
acknowledged receipt of the report by telephone, advising them that
although the letter is dated 15 March, he did not receive it until
1 April). The audit involves all of Jones' FEHBP activity, not just our
plan, and therefore has us facing the same issue as does the National
Alliance of Postal and Federal Employees, the American Foreign Service
Protective Association, and the American Federation of Government
Employees. A mumber of issues have been raised in the audit. The Jones
Agency has concurred in the audit findings of most of them - on two they
are still in disagreement. They are: the allowing of management fees
as an administrative expense, and the method of charging officers’
salaries. The former is by far the most significant sum totalling
$541,673 for all years for all plans, and $82,427 for ABP alone. The Audit
Report and attachments make the case for both sides. Jones has his attorney
working on the matter and wants our OK for them to deal directly with OPM,
You may wish to get a legal opinion on that, but it seems a little
academic at this point since they have been dealing with each other for
over 2 years on this audit. (Note that OPM sent a draft to Jones dated
16 March 1982 and Jones responded to OPM on 11 June 1982).

It appears to me that somehow we have to determine the position the
other 3 organizations are taking and work together. I see the major :
“issue as: "Is the charging of a management fee an allowable expense or not?"
Great legal minds are already working on that at OPM and at the Jones Agency.
1 don't know what we would do if we, the AFGE, AFSPA, and NAPFE are not in
agreement. 4 ’

T also think we need to reassess GEHA's relationship with OPM. Their
letter says we are the prime contractor and it is up to us to resolve the
contested points of the audit. While this has always been fact, it has
not been practice. We have in the past relied on OPM to verify the accuracy
of the annual accounting statement. OPM is now suggesting that an independent
auditor be employed by us in the future to satisfy.ourselves as to the
accuracy and appropriateness of those statements., In view of OPM's position

with respect to this audit, and the fact that years elapse before they perfom .

their audits, it might be a good idea for us to hire an auditor. However,
there is then the possibility that our auditor and the Jomes Agency have
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jirreconcilable differences, or we could rely on our auditor's OK only
to find out 5 years later that this is at odds with OPM's audit staff. One
thing is clear, auditing on a more current basis would certainly help.

STAT

Attachment
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4 April 1983

NOTE FOR: Deputy Director of Persomnel
FROM:

1. Attached is a letter from OPM tramsmitting their recently
concluded audit report of the Jones' Agency. Although the letter is
dated 15 March, we did not receive it until 1 April. I have provided
‘acknowledgement of our receipt to Kevin Burns' office via telephone
advising them of late receipt. We have not had a chance to review this
in depth, but thought you should be aware of its existence.

2. T have talked to Harris Havard about the report and he advises
sthey also just received it. The report has been turned over to their
Mawyer. Harris stated that a number of the recommendations have been
or are being resolved.. However, the issue of the ''management fees''
assessed by Jones still is under contention. (Naturally, this is the
issue involving the most money.) Harris also indicated they will get
back to us with their recommendation for handling the response to OPM.

His initial thought was that perhaps Jones and Mutual should deal directly

with OPM. I think we need such input to determine what part, if any,
we should be playing in this matter.

2. T told Harris we would wait for him to get back in touch before
we took any action. In the interim, we will review the attached and
prepare a summary of the recommendations and required actions for use
in possible further discussion with Jones and OPM.

‘Attachment

Approved For Relgd#2008/02/1Q, :ﬁjﬁ%S%%WOOZOOOQOOM -6
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United States

;._. ‘\\ | Office of

Personnel Management Washington, D.C. 20415
"983 In Reply Reter To: Your Reference:
MR 15 o

Enclosed are four copies of the Office of Personnel Management®s audit
report No; E-83-001-Ex. 3, dated February 18, 1983, on your third party
administrator, the Joseph E, Jones Agency. This audit was conducted by
representatives of the Office of the Inspector Gemeral pursuant to
Contract No. 1065, 5 CFR Chapter 1 Part 890 and 41 CFR Chapter 1.

I would appreciate an acknowledgement of your receipt of this report
within 10 days.

This audit is one of four companion audits which examined the entire
Federal Employees Health Benefit business of the Joseph E. Jones Agency
for the years 1976 through 1980. Separate audit reports detalling
findings relative to their plans are being concurrently sent to the
following: -

‘ . T,
National Alliance of Postal and Federal Employees - "'~ =
American Foreign Service Protective Association - ~ e

American Federation of Govermment Employees

© . Chi

[

The Goﬁernment performed the audit of Joseph E. Jones' entite book of

FEHBP business for reasons of efficiency and to ensure consistency in the
"audit process and uniformity in applying the findings to the various prime
contractors. However, in resolving the findings the contracting officer

may deal only with those parties with whom he has a contractual rela-%
tionship, i.e. the prime contractor. . As the prime contractor you are..

responsible for resolving the findings relative to your contract which are

contained in the enclosed audit report.

While the Government will be looking to you to resolve the findings:»
relative to your contract it should be pointed out that the same basic

"issues are repeated in the other audits — only the amount of the dollar

findings vary because of the differences in the plans' sizes. Because of

Approved For Release 2006/02/10 :;CIA-RDP86-009'64R000200090001-6
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the similarity of issues and the fact that they all involve one sub-
contractor, Mr. Larry Keck of Mutual of Omaha which has purchased the
Joseph E. Jones Agency has agreed to act as the subcontractor's
coordinator in resolving this series of audits.

Public Law 96-304 requires us to resolve all outstanding findings within
six months of the date the audit is issued or August 17, 1983 in this
instance. Please submit your comments, if any, within 45 days from
receipt of this report.

Sincerely yours,
evin J. Bufns )

Assistant Director
for Insurance Programs

P2
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- | June 11, 1882

Mr. Kevin J. Burns

U. S. Office of Personnel Management 4
Assistant Director for Insurance Programs
washington, D. C. 20415

RE: Comments on Draft of Audit Report
No. B82-E 003-D, dated March 16, 1982

Dear Mr. Burns:

This is in reply to your letter dated March 16, 1982, which was received on
April 14, 1982, requesting our comments on the draft of your audit report
relative to our operations under the Federal Employees Health Benefits Program
for the Calendar years 1976 through 1980. '

Our comments appear under ENCLOSURE-1 in the same sequence as the findings
on pages 6 through 13 of the audit report and are supported by EXHIBITS and
Schedules under ENCLOSURES-2 through 5.

Should you have any questions on this matter, please do not hesitate to call me.

Sincerely,

g Harris W. Havard
Comptroller '

2

BWH:bmw _

5-ENCLS: (1) Comments on Draft of Audit Report
(2) EXHIBIT~A, Prior Year Adjustments
{3) EXHIBIT-B, Allocation of Prior Year Adjustments
(4) EXHIBIT-C, Statement of Over and Under Charges
(5) Schedules-12:00 R (1976 through 1880) Adjustments -
to Administrative Costs '

FEEI 1Y

P

-

Affilioted Componies: United of Omaha ® Omaha Indemnity ® Companion Life Insurance Company
® Omaha Financial Life Insurance Company ® Tele-Trip Company ® Constitution Insurance Companyol
Canada ® Mutual_of Omaha Fund Management Company, sponsor of Mutual of Omahz Funds

5 -
. B
s £ -
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Address all correspondence to

0 ' - June 11, 1982

U.S. Office of Personnel Management
Assistant Director for Insurance Programs (
washington, D.C. 20415

ATTN: Mr. Kevin J. Burns:

RE: Comments on Draft of Audit Report No. 82-E 003-D,
dated March 16, 1982.

Dear Mr. Burns:

This is in reply to your letter dated March 16. 1982
requesting our comments on the draft of your audit report
relative to our operations under the Federal Employees
Health Benefits Program for the Calendar years 1976 thru
1980.

v

,
our comments appear under ENCLOSURE-1l in the same seguence
as the findings on pages 6 thru 13 of the audit report and
are supported by EXHIBITS and Schedules under ENCLOSURES-2
thru 5.

Should you have any questions on this matter. please do not
hesitate to call me.

Sincerely,

HARRIS W. HAVARD

- Comptrolier
5-ENCLS. (1) comments on Draft of Audit Report.
(2) EXHIBIT-A, Prior Year Adjustments. . .
(3) EXHIBIT-B, Allocation of Prior Year Adjustments.
(4) E>HIBIT~C. Statement of Over & Under Charges.
(5) Schedules-12:00 R (1976 thru 1980) Adjustments.
i e to Administrative Costs.
AlEfiated Consponles: =~ Sl N

United of Omaha 8 Omaha In

demnity f éombahlon Life Insurance Company ® Omaha Financial Life Insurance Company ‘

u Tele-Trip Company ®# Mutual of Omaha Fund Management Company, sponsor of Mutua! of Omaha Funds
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1.

MANAGEMENT FEE $541,673

The finding under this item is unacceptable and no adjustment is
necessary for the reasons given in the following paragraphs.

The auditors misinterpreted the intent and effect of Mr. Andrew
Ruddock's letters that were addressed to representatives of the
Federal Employees ‘Health Benefits Plans (FEHBP) administered by
the Joseph 'E. Jones Agency-herinafter referred to .as the Agency.
(rAttachment No. l).

The. purpose of Mr. Ruddock’s letter was to eliminate the method

of paying for services on the basis of a percentage of premiums;
and, to adopt the system of paying for the actual costs incurred
in servicing the FEHBP. It was not expected, as the report states,
that "sav1ngs“ would accrue by eliminating "commissions" on the
basis of services performed. This concept is neither mentioned in
Mr. Ruddock's letter nor would it be proper not to pay for the
necessary services performed on behalf of the FEHBP simply because
the auditors believe a savings would accrue if “"commissions® were
eliminated.

Prioxr to 1974, the "commissions” received by the Agency were for
the necessary services performed in administering the FEHBP This
is evident from the letters addressed to Mr. Ruddock by representa—
tives of the FEHBP (American Federation of Government Employees)
(AFGE) and (Government Employees Health Assoc1atlon) (GEHA). Both
iletters clearly state that: necessary services are performed for
"comm1951ons" recelved by the Agency (Attachments 2 & 3)

‘These letters ‘show that the sponsorlng organlzatlons and the Agency
. had no objection to the elimination of the method of paying for

‘services on the basis of prem1um , providing payment wacs made on

- the basis of .actual and necessary costs incurred in servicing the
* FEHBP. This is pre019ely the intent of Mr. Ruddodk's letter
(Attachment—l) 3 : :

.

&

ENCLOSURE '"NO. 1 csheet 1 of 4
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JOSEPH JONES AGENCY :
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COI*IMENTS ON AUDIT RBPORT NO. 82 - 003 - D, DATEP MARCH 16, 1982

W

Next to the 1ast paragraph of his 1etter, Mr. Ruddock - states that:

"Wwith respect to the agent's commission, we are glad

the (sponsoring organization) is inclined to agree -
with us that the cost of his services should be paid

out of the administrative. expense allowance or

1nsurance charge. -

The actual expenses incurred for identxflable services,
whether performed by the agent or underwriter, ‘which are
necessary to the administration of the contract and policy
would be valid charge to the administrative expense
allowance. (emphasis supplied).*

The Management Fee charged by the Agency was in payment for
necessary services performed by the Agency in administering the
FEHBP contract and policy and is an allowable charge under the
Federal Procurement Regulatlons. ' o
This fee does not represent_a "profit", thereforc, we disagree
with the audit report in that a subcontractor must provide his
services at cost without a provision for a -profit.-. There is .»
nothing in the Federal Procurement Regulations (41 C.F.R:, Part
1-15) specifying such a restriction under which no sensible
subcontractor would agree to operate.

A reacsonable "profit"jmade by the Jones Agency, as a subcontractor,
should not be included in the sefvice-chafge?payable to the under-—
writer. - Yt would be tantamount to requlre a subcontractor who
supplies any service to the prime contractor to forego a reasonable
profit as part of his charge because the'prlme contractor is
-entitled to a_service charge or proflt.. This is an impractical
notion and the audit report does not point to any Federal Procure-
ment Regulations specifying such a restriction. In fact, 41C.F.R.,
1-15(f) "specifically refers to payments to subcontractors and
"auvthorizes costs as an allowable charge to the contract to the
extent that the allowance is consxstent with the relevant subparts
of Part. 1-15. L )
The Management Fee is for services prov1ded by ‘the Agency. in
administering the FEHBP;  therefore, we disagree with the suggestlon

that.the services of the subcontractors must be approved in advance

ENCLOSURE NO. 1 Sheet 2 of 4
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by OPM and recognized by the prime contract. While there was no
reference in the prime contract concerning the services to be
provided by the Agency, OPM was well aware that such services were
performed and knows that payment is due on a guantum meruit basis.

At the auditor's request during their examination of the Agency's
operations for 1974 and 1975, a revised method of accounting for
the Agency's costs chargeable to the FEHB Plansffor 1974 and 1975
(including a Management Fee) was submitted to oPM's audit staff on
November 18, 1977, for approval. Neither an acknowledgement of
their approval or disapproval was ever received by this Agency.

Tn January of 1979, we again submitted our worksheets for 1974
through 1978 to OPM's audit staff for review and approval.  The
audit staff, at the time,raised no questions concerning either
the'é§§£em’brwthé‘éﬁBﬁﬁfﬁf”iﬁClﬁding the Management Fee. ;NNE/

R —

T, ey

The Management'Fee has been the subject of negotiation between
the Jones Agency, the contractor, and the contracting officer. -

In January of 1981, representatives of OPM suggested that we submit
a comparative statement of costs for 1974 and 1275 to OPM showing
the FEHB Plans' total costs reduced by the Management Fee and
officers salaries; and, increasing the balance by 10 percent. 1In
response to this request a comparative statement of costs for 1974
through 1979 was presented :to OPN staff for discussion and comment.
(Attachment-4). - ' : a

On February 5, 1981, Mr. Kevin J. Burns of OPM, {the -contracting
°f£i£££%§F°§BﬁeéwtheugonFésﬁw9§ﬁ¢ha!9ingM§WM?ﬂ?Qﬁm¢Et,E?? to the
FEHBP for 1974/1975). (Attachment—S).l Since the Management Fee

was allowable in 1974/1975, it ¥ollows that it should also be
. allowable for ensuing periods._ Lwrrd o
| A e Loyl foova of WRUTT, Mut,,

Althoﬁgh the augdit report.only;questioné the propriety but not the
reasonableness of the Management Fee, we are prepared to defend.the
lati-cr as a necessary cost for the proper administration of the
FEHBP.

JCLOSURE NO. 1  Sheet 3 of 4
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COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982

In summary, the Management Fee should be allowed because:'

jt is a reasonable and necessary cost of administering
the FEHB Plans; X

it was allowed by the contracting officer for 1974/1975;

the avdit report neither substantiates'its findings nor
provides any reference to provisions of the Federal
Procurement Regulations in its support;

No guestions were raised by OPM's staff on this matter
and this led us to believe that there was an advanced
agreement on the propriety of the Management Fee and
the method for its computation under C.F.R. 15.107; and,

We believe that representatives of OPM had ample time
to address the matter in 1977 when an agreement could
have been reached to resolve the problem prior to the
release of subseguent Annual Accounting Statements.

“NCLOSURE NO. 1 Sheet 4 of 4
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Mr, Clyde M, Webber, National President

American Federation of Government Enployees

1325 Massachusetts Avenue, N.W, . :

Washington, D, C. 20005 _ ' ’ .

Dear Mr, Webber:

This refers to my letter of June 23, 1972, and M1, Griner's reply of
" August 21, 1972, relating to the risk charge and commission provisions
.contained in the contract bLetween the American Federation of Government
‘Employees and the United Stares Civil Service Commission, We have, in
"this connection, carefully considered his ‘Jetter, the letter of Ny. 4,
W. Randall dated August 8, 1972, and the letter of Mr, Joseph E, Jones
dated July 12, 1972, . : *

Ve appreciate your and your underwriter's axrewment to chanpe the term
“"risk-charge" to “insurance charge" and the amount thercof to a flat
sum,i> The term "insurance charge" is acceptable to us but the flat-sum
charge of $108,500 for 1973 proposed by the underwriter is not. In our
letter of June 23,-1972, we noted that the Commission expécts this
charge to be a dower amount-than in 1972 and proposed a charge for 1973
of $50,000, In:view of the justificalion for the charge contained in
your underwriter's letter of August %, 1972, we'now counterpropose a
flat charge of $86,400 for 1973, This is a 102 reduction from the
estimated $96,000 cha:gc,for,1972. . .

* With respect to the acent's comnission, we are plad tihe AFGE is inclined
- to agree with:us that the tost of his services should he paid out of
. the administrative expense allowance or insurance charge,” The actual
expenses incurred for identifiable services, whether performed by the
agent or underwriter, which are necessary to the administration of
the contracts and policy would be-a.valid charge to ‘the administrative
.expense allowance, After 12 years, we see very little justification
for a percentace ¢commission, which increases as tota) prenium increases
and bears no necessary relationship to the value of the apent's services,
- Our present intention, thdvéfore, is to eliminate (he ayment of a

RECFIVED AFGE
| . LtwTR

oY - rol f
Ve .

o : WAL KOOM
©, THE MER!T SYSTEM—A GOOD INVESTMENT IN GOOD GOVERNMENLT

ﬁ)"r/grc i ¥
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comnission as & charge against our contract for 1974, To Fgive vou, vour
underwriter and agent time to accomnodale to elimination of the coumngs-
sion, we are agreeable to contracting for a flat-sum commission payment
- for 1973 equal to the amount of the commission in 1972,

!:!e would appreciate your prompt apreement to the proposals on the
insurance charge and comuission in this letter so we may proceed to
amend our contract for 1973.

Sincerely yours,

. / ."’"“ s
(7 sadlain ] fo /" '”z//i/ﬂ a A

Andrew E, Ruddock
Director

RrTRCH- 1.2
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IN REPLY PLEASE REFER YO:

| £/esc
. - Aupust 21, 1972

Hre Andrew £, Ruddbck, Director

Burovau of Retfremsnt, insurance, angd
Occupational Health

U. S. Civil Sarvico Commisston

Yeshington, Do o 20435

. ' R2: Rlatwe:y
ocer Mr. Ruccacks

As requested {n your lettor of Juna 23y 1972, wa have consulted with cur
undervwriter, the Mutual of Omaha lnsurance Company, in connaction with
tie risk charge which fs currentlv atated tn Fomtrast Mo I0LE Los oo
TRA L, I CINEY Enrectien Traaateelon st ihe fomesfoos Tiduiaiivie wi Soves e
sient Erployees as 1.3% of total subscription charges for ths contract
teriie ' ‘ -

t w2 attoching o copy of a letter recefved from Mre Ae Y. Randall,
Executive Vice President of the Mutual of Oaha Insuroncoe Company, in
viiich he ocutlines the purpose of the risk charge and the reasons that
the risk charge for the AFGE Health Benofdt Plan would bs considored
winimal fn relationahip to the risk cherce mado to crmmmncrtal riele,

Fire Randall has {ndicated thet he i3 agrezable to o chang= in torminolepy
from Y'rigk charge” to Yinsurance charge”, Me has olso indicated their
willingress to stote this "insurance charge' as a flat ollar ameunt to
bo neyotioted at the time the rate negotiations arc made each year,

- You will noto that Mr. Randall has responded to your request that tho
flat-sum chrrge for the 1973 contract yeur be sot at $50,000 with o

counter-proposal that due to the negative balance in the special reservo
sccount for tho AFGE Plon as of December 31, 1971 emcunting to $975,052
that the flot-sum chorge for 1973 be set &t $103, 500, S

R i
N “ 4 . i

o~

&7 ?fﬁ’f bt =D, / .

©TO DO FOR ALL THAT WHICH NOKE CAN DO FOR HIMSELF
T Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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of Price Comission policy, did not {nclude any factor for reccupment of
& doficit in the special reserve level. -In additicn, our rate negotia-
tionz with ‘tho Mutual of Gusha Insurance Coupany, which had been concluded
prior to the receipt of your letter of June 23, 1972, wore based on the
assuption that there would be no change in tho 1.3% risk charga vivich
appeared {n cur contract for 1972, e i :

Under o circumstances will we negotfate a flat sum “fnsurance charge
-with the Mutual of Omzha Insurance Company which will bs in excoss of
the current 1.3% risk charge. Should the proposed flat ol lar amount
of $108.500 for 1972 nrove to be 4n excezs o€ ¢hn A L
actual amount of the subscription charges have been cetarmined for 1973,
this factor will be taken into consfderation tn future negotiations.

Based on the current estimato for 1973 subscription charges, it would not - -

oppear that the figure of $108,500 will exceed the 1.32 guidelinez.

With roference to the commission allowance of 0.38% of premnfum, we are
attaching & copy of the justification for this commission »)lewance ro—
Cuived {rom fire Josepn t. Jones, General Agent for the Kutual of Omeha
Insurence Company {n tha Washington Metropolitan Area. Definite services
on an adninfstrative and consultation basis are provided to the AFGE
Health Benefit Plan by Nr. Joseph E. Jones, but we aro fnclined to agres
trith you that payment for such services should be & matter between the
fwtdal o Umaha Insursnce Company s Home OFffce and Me. tonae and atie:de
o paid for out of the underwriter's administrative allowance or insurance
chargo, rather than as & stated comission allowanco. L )

Should you require ar'éra'gdd!tfg

~J» Fo Grinor -
Netional President

frealomire ' .

)

~¢ct Hopwth Comway
es%seph E. Jones

/};Z%W@ﬁmﬁa :’..

-~

\ - . ’
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Ay, Andraw X, Rwddack, Director
Duzsan of Rotiremanl, Indurance
o3 Occupaticaal Health _
U, S. Civil Servico Coxnmnlonieon - I
Washimzton, D. C. 20415 . .

Doar Mr. Ruddock: | -

- 1a my raseoting with you oa 14 Docarebar 31972, 1 ralsed tho mantior ’
of the agent's caxmisaion discuased In paxagzap!: 8 of your lottor of 10
Nover.bor 1972, 1 reperted that Mr, Jones parforme 8 sories of npacial
rokvicos nacosanry for socwrity resoona whlch has lod us to concluds
thiat ba io entitled to comnpansatica beyond that which 1o approved for ade
minlatrative expansan, Based on my coaversatien with you, 1 would Mue
to oebmit tho following cemnzorprOpo.ml to t'.‘se pna.c!oa otated In ymu' luttog
£ 10 Novembar 1972, _

Wo will dlscoztions thr ageat's cenwzooléa ad ouch, |

Instoad, ¥ propose that you approve tho sum of $7, 000 Lo tou
¢f roalmbursement on my cortificatica that this amount proparly
coanponasies Mr, Jooea for cortaln porvizoa ¢f & socurity nature _
wbich he pariorma for our Flaa, ’

Bocause af socurily considoraticons, thsso servicss cannot bo
documanted for examilnntion during your norenal asdit of cur Flan's
oxpsnsas, but 1 will retaln In my oflice for your roviaw ot aay time
o dotalied st of scuch sarvices, Weo will baar tha respoeasibility {or
continually reviewing theso nervices readared by My, Jonoe to cur
Plaa to ensuro that continvaticn of tha payment of $7, 000 as oxponses
io justified, A! nay time that we ostimdate thess sorviees ot lesu thun
57,000, 1 wlll oo roport to yom,

Weo wil} laatrwet Mr, Jownas to ch:uga eue Fimg for thme and epanaza
L:n cupplylnz.overt support to wa, The opstinl sarvices described above
" will ba these that cannot norvanlly bo decumented nad loted as exponses,

pramews Il L

Approved For Iielease 2006/02/10 : CIA-RDP86-00964R000200090001-6



o We have béan Lniormea Dy tae underwriter that it will not object to
 your counterproposal to establish a flat Insurance charge of $69, 300,
Approved For Release 2006/02/10 : CIA-RDP86- 00964R000200090001 -6
I shall awalt your approval of my propoaal {n par“aruph cahe above
- ba!oro taking aay further actioa,

. Very truly yowrs,

" STAT

Prosldans

STAT DD/Pers/ ax
Distribution: ‘
Orig & 1 « Adse :
#< Mr, Jos. Jones
l - C/BSD
1 - DD/Pers/SP

PITRA P2

. .
] . L
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Ivaungouxcis | YHA JOSEPH E JUONES, Grneral Agent RN S ot

¢ . a vt 11 Otice Manager
- ki . fw . 1666 Conugthiiut Ave NW . . e
. mﬂg! a EB ﬂ 2 } Washigton, DC 20008 C | ANDUEGON. Aunamstrative Asuistent

B 03987 : 3 € WILHLHT. Poucy Swreice
( People yoy con Apprgyed For Release 2006/62r10" ¢ ARIP86-00964R000200090001-6
Janany 26, 1961 . ¢

Mu. Geonge M. HMacWhonten

Employees Onganfzaiion Plan's Division
. 0f§4ice of Personnel Management

P. 0 Box 707

Washington, D. C. 20044

RE: 1974 § 1975 Administration Expense
, of Joseph E. Jones Agency
- Dean Mn., MacWhonten:

In nesponse Lo youn inquiny duning youn meeiings with Ma, Havard and

Mr. Ketorn, 1 am enclosing the expenses for 1974 and 1975 with the Management
Fees and 0f4icens Salarnies allocated to the four Plans.

1 am hopeful that thi&,matte@ can be nesolved in the nean futwic.

‘ Sincenely,

Joseph E. Jones

General Agent ~T
JEI:bnw _
b (%
. :
. Enclosure
4 ‘ . ;
el Jocountang.

PR )

Affitiared Conapaniess™ .~ : - o — ,
United of Oméha 8 Omaha Indemnity ® Companion Life tnsurance Company ® Omaha Financial Life Insuiance Company

8 Tele-1rip Company ® Mutual of .Omzha Fund Management Company, sponsor of Mutual of Omaha Funds

Ty

.
e,

g ST 4
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JOSERH"™ B. JONES AGENCY
FEDEFAL EMPLOYEES HEALTH BENEFITS PIANS
Revlew arnd Amalysls of Agent's Polmbursements
For the Calendar Years Buded December 31, 1974 - 1979

Proposed_revision to the methed of charging the Plans for services of the Aze—.t
10586,
Total AFGE u‘sm GEKA NAPFE |, Totsl AFGE _ _ AFSPA SERA GAFTZ
1 S i L 4R 928 1 9 7 7
Q 1,|Allocation Factors (%) . 100,00 42,58 29,43 1714 10,85 100,00 14,16 5,22 .2 7L.28
: 2,|Original Charges - Totel 9 42‘? 968$ 182 357 3118162 § &1 12 § 45 07§11 o€, 199 €12 §7 89 159 § a2 2 §iz2a 2
| 3. |IESS: Maregement Fee Charged to Flans :./ iz &l 9-568 5 572 3 52& 100 359 14 212 6 338 5260 "L S49
| Cfficers' Salaries Charged to Plans 1/ 17 7 426 5132 2 %89 22079 3127 1 3% 1157 '6 401
% 4, Balance $ 780225161 00 §103463 § 73181 § 1.0 2s<= $1.88 b26 3182 473 § FL 427 § 76 274 §iin7 ez
5 5. |Profit Allowacce Proposed (102 X Lire 4) 3782 16109 10 %6 7 N8 4 029 148 83 18 247 8 13 7 687 Ll 7%
§ 6, {2 ficer's Salary Proposed 2/ _13 200 621 3 88% 2 262 1432 16 500 _ 2 337 1042 %5 _12.3%
{  7.|Redeternined Charges @Izz 182 820 § 17 693 3 82 740 §_45 70| $1653 89 §203 057 § 0 a12 ¥ 25 a6 Sz s
§ __8.[0verkead 2atio {4) gl 27,53 15,70
S 30y, 1_9 7 5 Wi 1__9 7 8
\ 1.81llocation Pactors (%) 100,00 g 29.6 1 14,02 100,00 52,67 27,24 .12 -
\3 2-[0riginal Charges - Total 488 805 $ 1% 104 § 133 688 781 § 63 2520 § 855 198 § 220 03 § 226 16 § 6 3L 3 2 %9
™ 3.|IBSS: Management Fee Charged to Plans U 33BUs 1228 9 887 6 502 4 675 92 &51 B 80 2520 .f 6’." -
Officer's Selsry "l‘arged %o ?lens ;.,’ 2672 9 838 7920 3 U5 _8073 & 17} L8 S,
4. Balance 5728 748 § 171 985 § 115 84l § 86 050 §F s ¥_L7 179 §mex Fimols § 54 22,‘ FI39
5.[Prorit &1lovance ?—omed {10% X Line 4Y 42 8'75 17 199 12 588 8 €05. 5483 74 M8 39263 9 701 522
6.i0fficer's Salary Propcsed _2_’/4 14 100 4 181 27% 1 & 17 700 9.322 _& 216 3
7. |Redeternined Charges $ 435 7,1{ % 3;7_'_7 i 131 650337405 3 &2 291)§ 379 <77 § 4] 214 § <«g A
8, |Overhea? Ratio {%) | 25,90 . _2h,53
£_r5980 __1 9 7 3 N C 39 m/{ 1 9 7
l.{Allocation Factors 100,00 52,80 _ 8.6 2,29
2, |Original Charges = Total 792 352 r 1% 957 rmz 610 s“e‘s ..1 § 1236581 ‘81 bé7 §30 =7é §2 *L" =28 § i
3,]LBSS: Yaragenent Fee Charged to Plaps ;u; 56 4,67 13 738 7 420 54% 29 815 uc 206« 2 287 22003
Officers'-Salaries Charged to Plans 1{ 14 947 637 1 %3 14% __ "7.893 23 168 3597 2.X3
4e * Balsnce TR SR E T § e F s ST e T P e I §
z. g;ogn J}llwance Proposed (108 X Line 4) | T20% 17 358 9 323 787 ¥7T 566 02029 94T 23059
. [0fficor's Salary Propcsed 2f 15 200 2 010 1 489 30791 22900 13 440 £ 242
7. [Redeternined Charges $ 808 332 §1 &662 § 104 560 § 37 804 $ 121 06}§1145 222 § 667 623 § 258 893
8, J0verhead Ratio (%) | 21,16 V22,44

)/ Excludes Overhead ’
2/ Based Upon ¥sximuw Pederal Tmswrance Contribution (?’CA)

. .. . Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 +
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. FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP)

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 '
COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982

2. RENT vs OWNERSHIP = (s 13 022) —

an adjusted overhead credit of $ 4 304, will be included with our
- annual Accounting Statement for 1982 as a prior year adjustment -

(decrease) . L Adjusted
> o : pDirect = Overhead "~ fPotal
Years - Qvercharge charged . ~Overcharge
1976 s( . 772) $( 163)  $( 935)
1977 (10 548) (2 198) (12 746)
1978 - (1 702) (1-943)  _( 3 645)
TOTALS $(13 022) $‘(74_ 304) $ (17 326)

 EXHIBITS-C & Schedules-12:00R for 1976 thru 1978 (ENCLS. 4 & 5)

3. OFFICERS SALARIES : ($ 75 522)

Our reply to your Informal Inquiry No. 11, dated 11/18/81
was in error; officers salaries should have been apportioned on
the basis of the Direct Salaries Method which is acceptable under
the principles of cost accounting adopted by this Rgency as of
1974. This method not only relates management's dollars to those
of production, but also maintains consistency - which is a funda-

“

mental vequirement specified by the Federal Procurement Regulations.™
* . ) o

In recognition of the above comment, officers salaries for -
1980 were adjusted on the basis of Direct Salaries Ratios. This,
produced an undercharge of $30 946 which, together with an adjusted
¢ overheadkprediq,creditipf $ 22 424, will be included with our
Annual Accounting Statement for 1982 as a prior year's adjustment “-
. of $.8 522 (increase).. S e

~EXHIBIT -C & Schedule-12:00 ‘for 1960 (ENCLS. 4 & 5) = SE

S Al e ey
v [T RNV U SO
FN

RO T B &

T TR S . : o

. " phe finding under this item is accepted which; together with

ENCLOSURE NO.~ 1 = sSheet2"of ' 5
SN 25 ¥/ : VIR
e :, . ‘{ IR I\ P s L )

[ DT o VR

iy TS P LW ] N
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JOSEPH E. JONES AGENCY

) FABPtevEd EPpRevEs2(MBARMH : BENBPPB6-0B6MRD 0(FIDISFI0 1-6
COMMENTS ON’_AUDIT REPORT NO. B2 - 003 - D, DATED MARCH 16, ,1982

4 . REAPPORTIONMENT =i .o ..viiiiz ve: :miziier alirs d$ 22 978) -- -

. - [N e e W To ow L

P L T T SR e LU SRS P LA S AL SN A D e
There-is 'no way to detérmine = £rom the -audit report whether
this finding is cvorrect. Our computation produced an overcharge of
$ 4 171 which will be included in our Annual Accounting Statement
for 1982 as prigr years'—adjustments (decrease}. '
Fr At i AL ey soeeregre S g gmemee s o7 DT SRS ‘.'T.f“ T 'r'—;»tTotal- :
frie o e mmare oz e cvDlYeCt somesner Do et (0ver) ]

_“_ Lol Do :" . :fgeapport— Adju;ted .. 'Under -

S Years - ---- __ionment _Overhead Charge _
2977 T T8 (17730375 03.805) ¥ ( 20 908)
Ger . pTo o pmosmmiley e @llTonTol AnTroS fEEImELl. Do ¥EITL oo 7T
'~71979 R e N 2 1 5] -1 519 - - 16 737
sTLT B L - TR
_ToraLs . $( 2085 $(2086) $( 42171

EXHIBIT-C & Schedules-12:00 R for 1977 & 1979 (ENCLS. 4 & 5)

e anm
L.

5. DEPRECTATION ~ = - #¥7 7iit oindesszozion. oo 0 (95 6 394)

The fiﬁﬁing’undgfffhis iﬁém:is'apcéﬁteq which, together with an
adjusted overhead credit of § 1 332, will be included with our Annual
Accounting Statement for 1982 as a prior year's adjustment (decrease).

Direct Overcharge ($ 6 394)

R Adjusted Overhead (_1 332)
* Total Overcharge =~ ($ 7 726}

EXHIBIT-C & Schedule~-12:00 for 1977 (ENCLS. 4 & 5)

6. RENT- REAPPORTIONMENT S : SR ($ 3 404)

.,

rhe finding under this item is accepted which, together with an
adjusted overhead credit of § 709, will be included with our Annual
Accounting Statement foxr 1982 as a prior year adjustment -(decrease).
Direct Overcharge ($ 3 404)
Adjusted Overhead ( 709)
. Total Overcharge ($ 4 113)

EXHIBIT-C & Schedule-12:00R for 1977 (ENCLS. 4 & 5)

ENCLOSURE NO. 1 Sheet 3 of ‘
6/ 1i/82 >
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J O3S EPH E. JONES AGENCY

: FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP)
B Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6

COMMENTS ON AUDIT REPORT NO. 82 - 003 -~ D, DATED MRRCH 16, 1982

7. LEGAL & ACCOULTING $ 1 200

The finding under this item is accepted and, together with an
adjusted charge for overhead of $ 120, will be included with our
Annual Accounting Statement for 1982 as a prio year's adjustment
(increase). '

&
Direct Undercharge $ 1 200
Adjusted Overhead 120

Total Underchgggg E_E_EEE
EXHIBIT-C & Schedule-12:00R for 1979 (ENCLS. 4 & 5)
7a, POSTAGE : - | $ 2 355
U Thié item was introduced by your auditors but does not appear

in the report; nevertheless, it will be included with our Annual
"Accounting Statement for 1982 as a prior year adjustment (increase).

Direct Undercharge $ 2 355
Adjusted Overhead (1 706)
Total Undercharge S 649

EXHIBIT-C & Schedule-12:00R for 1979 (ENCLS. 4 & 5)

ENCLOSURE NO. 1 Sheet 4 of 5
6/11/82
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JOSEPH E. JONES AGENCY
‘ ' AppamsasoEWGIGE%T%I/&REEE%%M&O%WJG

. ¥

COMMENTS ON AUDIT REPORT NO, 82 --003 - D, DATED MARCH 16, 1982

8. INAPPROPRIATE OVERHEAD CHARGES |

a. Rent Allocation (1978) - 908

The finding under this item is accepted and was adjusted by
reducing the total overheagd, recomputlng the overhead ratio and
applying it to the total costs chargeable to each cost center (See
ENCL. 5 for 1978)

R

b. Legal & Accounting cha:ges?~

The following findings under this sub-item are acceptable
and will be treated in the same manner as Item 8a above:

(1) Accbﬁnting Fee_(1977). _ o ($ 2 650)
(2) Legal Fee (ae78) . ($ 1 950)
(3) Legal Fee (1972) Lo ‘ , (2 100)

(see ENCLS. 5 for 1977 the 1979)

N OT E: As stated under sub-ltem 8a the .overhead
adjustments are not shown separately because
they are -included in the total adjusted over-
head for each year; i.e., $ 1 983 (1977):$% 1 529
(1978); $ 2 012 (1979).

FNCLOSURE NO. 1 Sheet 50f 5
6/11/62
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E.

JONES

AN

ARGENCY

COMMENTS ON AUDIT REPORT NO. B2 - 003 - D, DATED MARCH 16, 1982

r—

PRIOR YEARS' ADJUSTMENTS ALLOCATED

(s 2%,845)

(Source: EXH;BIT—B)

, {Audit . '
Original IAdjusted Adjust- Allocation of Adjustments
Year | Costs Costs | _ments AFGE AFSPA | GEHA ° | NAPFE
1976 791 702:5 790 767; ( 935) |( 227)|( 123); ( 91)|( 494).
' -
197711 611 0641 565 571|( 45 493) [(6 442)| (2 875)]| (2 384)| (33 792)
1978| 855 158 B51 513|( 3 645) |[(1 920)|( 992)] ( 733) ~0~ |
{
19791{1 180 826|1 198 883 18 057 {10 5¢98 4 133 3 326 -0~ '
198011 785 4891 794 660 9 171 5 466 2 063 l 642 -0~
!
6 224 23916 201 394)( 22 845) 77475 2 206 1l 760 | (34 286):
' = == =—:.—_-=:::'
6/11/82

-

6/11/82

ENCLOSURE NO. 2

Sheet 1 of 1}
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FEHBP)

COMMENTS ON AUDIT REPORT NO. 82 - 003 - D, DATED MARCH 16, 1982
ALLOCATION OF PRIOR YEARS' ADJUSTMENTS ($ 22 845)
Total : .
Year PARTICULRBRS Costs AFGE arspa | GEHA NAPFE
1976 | Charged 791 702 | 190 829|102 454 | 85 476 (412 943
Chargeabld | 790 767 | 190 602 {102 331 85 383 |412 449
Overcharges N 935) ( 227)( 123)( 91)( 494)
Adjusted Allocatlon Ratios 1l00% 24.33 % 13.14% 9,73% 1 52.80%
1977|Charged ‘] 611 064 199 812 | 89 159| B3 291 (1238802
Chargeable i 565 571 193 370 86 284 | 80 907 |1205010
Overcharges (45 493) (6 442)( 2 B75)( 2 384) (33 792)
Adjusted Allocation Ratios 100% ! 14.16% 6.32% 5.24% | 74.28%
1978|Charged 855 158 449 503 226 396 176 950 | 2 309
Chargeable 851 513 | 447 583 1225 404!176 217 : 2 309
Overcharged ( 3 645) (1 920)(  992)( 733)__ -0-
adjusted Allocation Ratios 100% 52.67% ! 27.21 - 20.12% . -0-
1979 {Charged 1 180 826 689 080 267 345 224 131 270
Chargeable 1 198 883! 699 678 (271 478 1227 457 270
Undercharged 18 057 : . 10 598 | 4 133| 3 326| -0-
2djusted Allocation Ratios 100% .  58.69%122.89%% ! 18.42% -
1980 ;Charged 1 785 489 1 054 383 |401 254 {329 638 214
Chargeable 1 794 660 L 059 849 MO03 317 331 280 214
Undercharged 9 171 5 4661 2 063 1 642| -0-
Adjusted Bllocation Ratios 100% 59.60% | 22.50% 1 17.90% -~
TOTAL PRIOR YEARS' ADJUSTMENTS
(over) Under Charged ( 22 845) 7 475 2 206 1 760 1(31 286)
6/11/82
ENCLOSURE NO+, 3 . Sheet 1 of 1
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Y.  COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT
" . OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982
A Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
STATEMENT OF OVER AND (UNDER) CHARGES S
For the Calendar Years Endey December 31, 1976 thru 1980
SOURCE: Schedules 12:00-R _

1976 1977 1978 1979 1980  TOTALS
l. Management Fee '
2. Rent vs DC 772 10 548 1 702 -0~ -0~ 13 022
ownership ©OH - 163 2 198 1943 = -0- ~0- 4 304
» T 935 12 746 3 645 -0-  -0- 17 326
3. Officers Salaries ~0- =<7 =0- - -0~ -~ =0-. (30 946) -. (30 946)
_ 9: R -0- =0- 22 424 - 22 424
-0- -0~ -0- —0-__ (B 522) * ( 8 522)
4. Reapportionment BN -0~ 17 303 -0~ (157 218)~ ~-0- 2 085
OH -0~ -~ 3 605 -0- (1519) -0- 2 086
T -0- 20 908 ~0- f16 737 __-0- 4171
5. Depreciation DC o= T g 393 -0- <0~ = =0- 6 3%
OH  _p- 1 332 -0~ “0=- - - =0- 1 332
T =0~ _ 7726 __ -0- -0~ -0- 7_726
6. Rent Reapportionment0- 3 404 ~-0- -0~ -0~ 3 404
OH  .o- 709 -0~ -0- -0- . 709
T -0- 4 113 -0- ~0- -0~ 4 113 -
7. Legal & Accounting -0- ~0- ~-0- (1 200) ~0- ( 1 200)
OH -0- = «-0- -0- {  120) ~=0- ( 120)
T -0~ -0~ ~0- (1 320) .-0- 1 320)
7a. Postage . -0:'""‘l0-'“‘"“‘;04'f“'"104'"“'1'? 3337‘1'“‘7??ﬁﬁﬂ
OH  -0- ~0- - ~0-~ -0- 1 706 1 706
T 0= 0= _-0- __-0- _( 649) ( 649)
~TOTAL DIRECT T T '
COSTS - 772 37 648 1 702 (16 418) (33 301) { 9 5906)
\
8. Revised Overhead 163 5 861 414 ( 3 651) ( 6 065) ( 3 278)
9. Overhead Adjustments -0- 1 083 1 5202/ 0129/;30 195 35 719
Total Overhead 163 7 844 1 943 (1 639) 24 130 32 441
TOTAL ) .
OVER _(UNDER) 'CHARGED 935 45 493 3 645 (18 057) ( 9 171 22 845

)/ Adjusted Overhead of $ 2 650 for Legal & Accounting. (1977)

2/ Adjusted Overhead of §$ 908 for Rent and $ 1 950 for Legal (1978)

and Accounting.
3/ Includes $ 661 Reapportionment of $ 1 294 total adjustment of
Depreciation. ($716 X 92.4503 % = $ 661) -
4/ Includes adjustment to Overhead of Depreciation ($1 294), Legal
and Accounting ($1 200 & $ 2 100).
ENCILOSURE 4. Sheet 1 of 1

DC = Direct & Apportioned Costs

og - Qvgfgead ENCLOSURE-4, Sheet 1 of 1
= TOtals  approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6




'g" United States
&b Approved Ffrﬁleasg&féﬁﬁl 9k 1a-rDPEE 00884R000200090001-6
‘ ) |

2 Personnel Management  Washingon D.C. 20415~
| . b Reph, Heter To T T Your Reterence
J/%Aﬁ/ QNE B

Mr. Joseph E. Jones, General Agent

Mutual of Omaha _
1666 Connecticut Avenue, N.W. - e
Washington, DPC 20009

Dear Mr. Jones:

For 1974 and 1975, our Office of Audits questioned the propriety
of charging management fees as administrative expenses under the
Federal Employees Health Benefits Program contracts with American
Federation of Government Employees and American Foreign Service
Protective Association, Inc. After review and discussion we have
- decided to accept the management fees for the two years in
question as reasohable charges._against the contracts.
Since it seems questionable to charge management fees as: M”(-f
administrative .expenses in the absense of a contractual e
arrangement for such charges, we suggest you enter into a '
~ service-type contract with Mutual of Omaha which would identify -
the services required of an adninistrator and the management =
.fee(s) an administrator should reasonably expect to receive for
providing the services.

. -, . . , - .
L -~ \‘ R T i R N e

We trust this information will assist yod.

) A o ' Sincerel yours, _
i " CQ&’ V .f"ij.ﬂ‘*f . / .-.(2
RCPIR" o= Q7Z<:1£27725Z

sy TR g 244 . . .
5, mil.;g‘m “ Gty oay ce 7
o €4, L& .
e, *fhita ‘ Kevin J. ‘Burns, Assistant Director
‘*ﬂﬁpﬁiq**«?4h ' for Insurance Programs
. “e * 4 i

cc: Mr. Kenneth Blaylock:
Mr. E. Gregory. Kryze
Mr. James L. Edwards 8
Mr. Irving Kator

e e
Wb
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JOSEPH E. JONES AGE.LCY
FEDERAL EMPPOYEES HEALTH BENEFITS PLANS (FEHBP)

COMMENTS ON THE-U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E~003-D, DATED MARCH 16, 1982

ADJUSTMENTS TO ADMINISTRATIVE COSTS
ror the Calendar Year Ended December 31, 1976

Schedule - 12:;00-R

1]

Agency's FEHNBP AUDTIT
. . Combined Sales Group Claims Department Direct Total Report Inquiry
particulars Costs overhead  Dept Total Non-FEHBP  FEIIBP Costs Costs  Item No. No.
(1) (2) % 3} (4) (5) (6) (7 (8) (9) (10) (11)==
+ 1. oOriginal Reapportionment Ratios . . . . . . . . . .100.0000% 10.7963% 89.2049 % - - - -

2. Revised Recapportionment RAtioS o« o o o o o o o o . - - - - - - - 4”5

3. original Costs 1 712 128 298 998 680 844 730 280 78 843 651 437 2 006 653 443
& 4. Applied Overhead (298 998) 144 057 154 517 16 682 137 835 424 138 259
g s. ( 21.15856%) !
g 6. TOTALS 1712 128 ~0- 824 901 884 797 95 525 789 272 2 130 791 302
2 = . ;
& 7. ADJUSTMENTS PER AUDIT:
1 .o
o8, Rent vs Ownership 772 (772) (772) 2 B-6
o 9 Overhead (21.15856) 163 163 (163
2 10, TOTAL OVERCHARGE 935 935 [CE I
=] 11 e - "
[ s
& 12, BALANCE CHARGEABLE 788 337 2 430 790 767
- P B
o]
h ™
w :
-
0
~ ry
2

(2 -

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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SABPVRY fopReleage 2006102180 S RsD e G E“,g cvy “
FEDERAL' EMPLCYEES HEALTH BENEFITS PLANS (FEHBP) =
COMMENTS ON THWE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-Dp, DATED MARCH 16, 1982
. ADJUSTMENTS TO ADMINISTRATIVE COSTS
For the Calendar Year Ended December 31, 1977 Schedule - 12:00-R
Agency's FEHBP AUDbTIT
Combined Sales Group Claims Department Direct Total Report Ingquiry
Particulars Costs Overhead  Dept Total Non-FEHBP  FEHBP Costs Costs  ‘Item No. No.
(1) (2) = 33 (4) (5} (6) (7) (8) (9) (10) (11)
l. oOriginal Reapportionment Ratios . . . . . . . . . 100.0000% 3.0000% 97.0000% - -
2. PRevised Reapportionment Ratios . . . . . . . .. 100.0000% 4.9539% 95.0461% - - 4 B -8
3. oOriginal Costs 2 487 540 337 722 721 100 1 212 721 36 381 1 227 458 164 879 1 392 337
o 4. BApplied Overhead -0~ (337 722) 113 280 190 510 5 715 192 825 25 902 218 727
d 5.  (15.7093 %)
§ 6. TOTALS 2 487 540 -0- 834 380 1 403 231 42 096 1 420 283 190 781 1 611 Q64
< * ’
& 7. ADJUSTMENTS PER AUDIT:
“n 8. Rent VS Ownership 10 548 - - ( 10 548) - { 10 548) 2 B-5 & 6
9. Depreciation 6 592 - ¢ 198) ( 6 394) - ( 6 394) S B-4
g’, 1o, Rent 3404 ( 3 404) - ( 3 404) 8a B~7
g 11. Legal & Accounting (2 650) 2 650 - - - - - 7&8 B-9
T 12, TOTAL ADJUSTMENTS -0~ {2 650) 19 790 - - 3 206 _( 20 346) - _{ 20 346)
N 13, Adjusted Original Costs
o l4. (Line 3 1.ESS 12) 2 487 540 335 072 740 890 1 212 721 39 587 1 207 112 164 879 1 371 991
: 15. REVISED COSTS AND REAPPORTTONMENTS (Adjusted) ¢
16. Adjusted cCosts 2 487 540 335 072 740 890 1 212 721 60 077 1 189 809 164 879 1 354 688
- 17, Applied Overhead - Revised
S 18. (15.5669 %) =0~ (335_072)_ 115 334 188 783 9 352 185 216 25 667 210 883
:', 19. TOTAL REVISED COSTS®*2 487 540 =-0= 856 224 1 401 504 69 429 1 375 025 190 546 1 565 571.
" 20. READPORT (ONMENT ADJUSTMENT (Line 3 LESS 16) - -0— 17 303 _( 17 303) - - 4 B-8
21l. OVERCHARGES: Total Costs (Line 3 LESS 16) . . . . . . . ... C e e e e e e e e e e . .. 37 649
22, Applied Overhead (Line 4 LESS R e e e e e e e e e 7844
23, .. 45 493

(6/2/82)
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JOSEPH E. JONE

FEDERAL EMPLOYEES HEALTH BENEFITS PLANS

S AGENCY
(FEHBP)

TOTAL. « o « » =« =

Approved For Release 2006/02/10

- CIA-RDP86-00964R066206090004=6

COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E~003-D, DATED MARCH 16, 1982
ADJUSTMENTS TO ADMINISTRATIVE COSTS
For the Calendar Year Ended December 31, 1978 Schedule - 12:00-R
Agency's FEHBEP AUDTIT
Combined Sales Group Claims Department Direct Total Report Inquiry
particulars Costs Overhead Dept Total Non—-FEHBP FEHBP Costs Costs Item No. No.
(1) (2) (3% (4) (5) (6) (7} (8) (9) (10) (11)
1. original Reapportionment Ratios . « . o « o o o - 100.0000% 11.0000% 89.0000% - - :
2. Revised Reapportionment RAtiOS . o o o o o o e e 2 = - . s -
3. Original Costs 1 985 913 391 190 824 184 761 400 83 832 677 568 9 139 686 707
B 4. applied Overhead
g 5. ( 24.5303%) -0- (391 190 202 175 186 774 20 565 166 209 2 241 168 450
8 6. TOTALS 1 985 913 =0- 1 026 359 948174 104 397 843 777 11 380 855 157
c - -
@ 7. ADJUSTMENTS PER AUDIT:
o 8. Rent vs Ownership 1 702 - - ( 1 702) - ( 1 702) 2 B-6
o 9. Rent ( 908) 908 - - - - - 8a B-7
& 10. Legal & Accounting ( 1 950 1 950 - - - - - 8c B-9 & 12
211, TOTAL ADJUSTMENTS -0- (2 858) 4 560 - - (1 702) - (1 702)
& 12,  ADJUSTED ORIGINAL COSTS
©13. . Totals 1 985 913 388 332 828 744 761 400 83 832 675 866 9 139 685 005
En 14. Applied Overhead - Revised
mlS. (24.3075 %) -0- (388 332)__ 201 447 185 077 20 377 164 286 2 221 166 507
16. TOTAL REVISED COSTS 1 985 913 -0~ 1 030 191 946 477 104 209 840 152 11 360 851 512
l\23;1'7'. OVERCHARGES: Total Costs (Line 3 LESS i} T T L I T S S "1 702
@ Applied overhead (Line A LESS 14) e o o o o o o o o o s oe e e = e e s e =0 1 943
o . e S S T R S S A 3 645

(6/2/82)
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP)
COMMENTS ON THE U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982
ADJUSTMENTS TO ADMINISTRATIVE COSTS
For the Calendar Year Ended December 31, 1979 Schedule =~ 12:00-R
Agency's FEHBP AUDTIT
. Combined Sales Group Claims Department Direct Total Report Ingquiry
Particulars Costs overhead Dept Total Non-FEHBP FEHBP Costs Costs Item No. No.
(1) (2) e (37 (4) (5) (6) (7) (8) (9) (10) (11)
1. Original Reapportionment Ratios . . . . + - + » .100.0000% 9.0000% 91.0000% - -
2. Revised Reapportionment Ratios . . . . . . . . . .100.0000% 7.5497% 92.4503 - - 4 B-8
3. Original Costs 2 348 912 430 567 861 373 1 002 971 90 277 912 694 54 001 966 695
% 4. Applied Overhead
g s. (22.4447 % ~0- (430 567) 193 333 225 114 20 262 204 852 12 120 216 97z
8 6. TOTALS 2 348 912 -0- 1l 054 706 1 228 085 110 539 1 117 546 66 121 1 183 667
=]
ﬁ 7. ADJUSTMENTS PER AUDIT:
& 8. Depreciation: ~
: a.per Audit 15 458 2 264 7 167 6 027 - - - -
) b.Per Bouks 14 164 1 995 6 858 5 311 - - - -
I c. Net adjustment 129 269 309 716 - - - - 5 B-4
& o Legal & Accounting - ( 1 200) - - - - 1 200 1 200 7 Agency
& 10. Lecal & Accounting ~ { 2 100) 2 100 - - - - - 8d B-12
o L1. TOTAL ADJUSTMENTS 1294 ( 3 031) 2 409 716 - - 1 200 1 200
™ 12, ADJUSTED ORIGINAL COSTS*
v 13, (Line 3 (+)(~) 11) 2 350 206 427 536 863 782 1 003 687 75 775 927 912 55 201 983 113 4 B-8
14, Applied Overhead - Revised
5 15. (22.2366 %) -0- _(427 536)_ 192 076 223 185 16_849 206 336 12 275 218 611
3 16. TOTAL REVISED COSTS'2 350 206 -0- l 055 858 1 226 872 92 624 1 134 248 67 476 1.201 724
~ 17. * ADJUSTED REAPPORTIONMENT = - ( 716) 14 502 15 218 - 15 218
18. UNDERCHARGE: Total Costs (Line 3 LESS 13) . . . . . . . . . c e e e e e « « « (16 418)
19. Applied Overhead (Line 4 LESS 14). . . . . . .- e e e e e e - .« _{ 1639
20, TOTAL. & & 4 o ¢ ¢ v o o o o o o v o o o o . . . e eie e - . ( 18 057)

(6/2/82)
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FEDERAL EMPLOYEES HEALTH BENEFITS PLANS (FEHBP)

COMMENTS ON THE.U.S. OFFICE OF PERSONNEL MANAGEMENT'S DRAFT OF AUDIT REPORT NO. E-003-D, DATED MARCH 16, 1982

ADJUSTMENTS TO ADMINISTRATIVE COSTS
For the calendar Year Ended December 31, 1980

Schedule - 12:00-R

Agency's

FEHBP AUDTIT
Combined Sales Group Claims Department Direct Total Report Inquiry
Particulars Costs Overhead  Dept Total Non-FEHBP  FEHBP Costs Costs  Item No. No.
(1) (2)—= 33 4) (5) (&) (7) (8) {9) (10) (11)
1. oOriginal Reapportionment Ratios . . . . . . . . . +100.0000% 5.8079% 94.1921% - -
2. Revised Reapportionment Ratios . . . . . . . . . . - - - - -
3. oOriginal Costs 2 925 508 492 596 858 238 1 546 612 89 825 1 478 496 6 353 1 484 849
m 4. Applied Overhead -0- (492 596) 173 769 313 146 18 187 299 354 1 286 300 640
g s. (20.2472% )
5‘ 6. TOTALS 2 925 508 -0= 1 032 007 1 859 758 108 012 1 777 850 .7 639 1 785 48§89
[ 2] .
g 7. ADJUSTMENTS PER AUDIT:
Lln 8. Officers Salaries:
s 9, Charged 52 000 ( 52 000) 3 B-11
. 10. Chargeable * ( 52 000) 10 148 8 998 32 854 1 908 30 946 -0~ 30 946
f—f— 11. Postage .
212, Charged 40 552 ( 2 355) ( 38 197) =0- ( 38 197)
13, « Chargeable { 40 552) =0~ 40 552 -0~ 40 552
wi4. TOTALS =0~ _( 41 852 8 998 32 854 (447 33 301 -0- 33 301
©'15. ADJUSTED ORIGINAL COSTS
U_.1.6. (Line 3 (+)(~) 14) 2 925 508 450 744 867 236 1 579 466 89 378 1 511 797 6 353 1 518 150
17. Applied Overhead -~ Revised
18. ( 18.2136 %) _ =0~ _(450 744 157 955 287 678 - 16 279 275 353 1 157 276 510
19. TOTAL REVISED COST2 2 925 508 ~0= 1 025 191 1 867 144 _ 105 657 1 787 150 7 510 . 1 794 660
20. UNDERCHARGED: Total Costs (Line 3 LESS 16). . . . . . . . . . . . . . . . .. . <o . o 33 301)
21. Applied Overhead (Line 4 LESS B e e e . 24 130
22. L . .. 9 171
___*'r/ Distributed on Direct Salaries and ‘Reapportionment Ratios: i:e.

Direct Salaries 19.515% 17.305% 63.180%
Reapportionments (See line 2 above. '

(6/2/82) Approved For Release 2006702710 : CIA-RDPS5-00964R000200050001=6"
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o ; . | * Amendment to Contract (¥o. cS 1065)
‘between the '
Government Employees Health Association, Inc.
e and the -
‘United States Office of'Personnel Manageﬁent o
The contract which became effective July 1, 1960, by and
between the Government Em;ioyees Health Association, Inc. and the United
States Civil Service Commission is hereby amended, effectlve January 1,
197;, to read as stated on the foliowing pages... *
Pursuant to Public Law 95-454 and Reorganization Plan Xo. 2 of
. 1978, whereby the functions of the United States Civil Service
Commission are transferred to the Director of the United States

Office of Personnel Management, references to the United States

sle Civil Service Commission are superseded by reference to the

United.States Office of Personnel Management, the successor contracting
entity.

The Government Employees Health Associatioﬁ, Inc. Bereby certifies‘
that it is in compliance with the wage and price etandards announced by
the fresiéent on October 24, 1978. if it is later determined that the
Government Employees Health Association, Inc. was in fact not in compliance -
as of the‘date of this action, and knew orT should have known that it was

not in compliance, then this contract may be terminated.

Le Led
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' Contract No. CS 1065
Health Benefits Contract

between
Government Employees Health Association, Inc.

and the

United States Office of Personnel Management

r”:i;:éohéidefétiéﬁhof’the‘mﬁéualAégféements of the Gévérnmehfu o
Employees Health Associlation, Inc. (herein called the Carrier) and thé
United States Offiée of Pérsonnel Management (herein called OPM) and
in consideration of the payment of subscription charges as provided by

this contract, the Carrier and OPM agree as follows:

ARTICLE I - GENERAL PROVISIONS

Section 1.1 Incorporation of Law and Regulations

(a) The applicable provisions of: (1) Chapter 89 of Title 5,

United States Code; (2) OPM's regulations as contained in Part 890

_of Title 5 of the Code of Federal Regulatioms; and (3) the Federal
Procurement Regulations as contained in Chapter 1 of Title 41 of the

Code of Federal Regulations [(2) and (3) hereinéfter being called
Regulations] constitute a part of this contract as if fully set forth
herein, and the other provisions of this contract shall be construed

so as to comply therewith.

(b) If the Regulations are changed in a manner which Would

jncrease the Carrier's liability under this contract, the change will

be made effective for a contract period subsequent to the period.in which
the amendment to the Regulations is published, unless the Carrier

agrees to an earlier date.

- € L L ox [ .- [ S ¥ &
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Sectisn 1.2 Persons Eligible
(a)- The Plan is an employee organizatiqn plan, as defined in
Chapter 89 of Title 5, United States Code, sponsored by the
i Carrier and available only to ellglble employees and annultants
~..:(and ﬁembers of their families) who at the time of their.enrollment.
are membefs of the spo#soring organizatibn.
(b) The Carrier will promptly return Fo the employing office
marked "non;member" each Health Benefits Registration Form received
”bzvéﬁibe§£;g§$;hg'@amgaqfAa_Eggigpyantfwhowonﬁtbe_eﬁ@ectivg‘dgpei_“
of enrollment is no£ a member of the employee organizatiom.
(c) Employees enrolled in the Plan at the time they become
annuitants may retain their membership in the organization and
- continue their enrollmenf in the Plan. Survivor annuitants of

enrollees in the Plan may continue their enrollment in the Plan

without becoming members of the sponsoring employee organizatiom. -

Section 1.3 Conversion Policy

The Carrier will maintain on file with OPM copies of the con-
version'plan(s) offered to persons whose coverage under this
contract terminates and advise OPM promptly of ény changes in the

plaﬁ(s).

Section 1.4' Charter, Constitution, and By-Laws

The Car?ier will notify QPM of any change in its charter,
constitution, or by-laws which affects any provision of this
contract or the Carrier's participatipn in the Federal Employees

* Health Benefits Program.

+ [ “ e
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Section 1.5 Statistics
- (a) General. To enable OPM to carry out its functions under

Section‘1308 and Chapter 89 of Title 5, United States Code, the

Carrier will maintain or cause to be maintained ;he statistical

‘records and will furnish OPM, in the form p_réséribéd’jsy OPM, the
statistical reports with respect to the Carrier’s operations under this
contract, agreed upon between the Carrier and OPM by exchange of correspon-

dence.

i (b) _§peciai Studies; The Carrier will furnish 'such other reasonable
statistical data gnd reports of special studies as OPM, after consul-
tati§n with the Carrier, may from time to time request.for the purpose
of carrying oﬁt its functions under Chapter 8% of Title 5, United |

States Code.

ARTICLE II - BENEFITS

Section 2.1 Benefits

The.Car:ier will provide benéfits for covered persons as set forth
in the policy, as amended, issued to the Carrier by the Mutual of
Omaha Insurance Company, Omaha, Nebraska (herein called Underwriterxr),

‘a copy of which is attached hereto and made a part hereof.
Section 2.2 Underwriter
Thé:Cairier will not modify or terminate the policy issued by the

Underwriter of the Plan or give notice of termination or intent not

to renew the policy without prior express approval of OPM.

o:c :-. E tt:. g:: ' cs‘tg v‘ "'u((oi 1/79
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Section 2.3 ‘Filing of Claims

Procedures for filing claims for benefits under the Plan are
set forth in the brochure for the Plan issued by OPM.

Section 2.4 (Claims Requirements

Prov151ons with respect to legal proceedings and notice and

proof of clalms are set forth in the pollcy 1ssued by the Lnderwriter.f'*

ARTICLE’;II - PREMIUMS AND ACCOUNTING
Section 3.1 Premiums

(a).. OPM w1ll, Subject to adjustment for error or fraud, pa\

L

to the Underwriter, in payment of its total subscription charges

under this contract for all covered persons, the enrollment charges

for the Plan received by the Employees Health Benefits Fund (hefein

called the Fund), less the amounts set aside by OPM for the Contingency

Reserye and for administrative expenses of the Carrier and OPM, plus

any payments made by OPM from the Contingency Reserve. OPM will pav over

to the Carrier for administrative expenses the amount set forth in

Section 3.5, but any funds not actually needed for incurred administra-

tive expenses of the‘Carrier shall be credited fo the Special Reserﬁe.
(b). Biweekly subscription charges, witﬁ appropriate adjustments

for employees and annuitants paid en other than a biwéeklyxbasis,

are as follows:

Self Only $16.20
Self and Fanmily - §46.38
R S A | 1/79
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Section 3.2 Annual Accéunting

The Carrier will maintain financial records under gemnerally

accepted accounting principles and, not later than ninety days after

the end of each contract term, furnish to OPM for that

REE T A

_contract term an accounting of its operations under the contract.

“Tl'.xé.#acc;ﬁnti;tg; shall be in the form prescribed by OPM and
shall include, among other things, the followingAiteﬁs with respect
to each option, if there/fe twe options, provided by the contract:
(a) The subscription charges received and accrued (iﬁclud—
‘ Tihg ﬁhose”reéeived from the Contingency Reserve); . ERA S
(b) The health benefits charges specified in Séction 3.43
(¢c) The expenses and other charges specified in Section 3.5;

_(dj The_ihcome on investﬁents; ‘

(e) The algebraic sum of items (2) minus (b) minus (c) plus (d).

Section 3.3 Special Reserve

(a) This contract is experieﬁce rated. The gain [item,(é) in
Section 3.2] on operations under this contract, cumulatively from
its effectivé‘dafe to any>1ater date, constitutes the Special
Reserve held by the Carriér to be used only for paymeﬁt of charges
‘against fhis contract.

(b) If this contract is discontinued and there is a positive
balahce‘remaining in the Special Réserve after all health benefits
charges plus the agreed-upon amount of administrative expenées for

- contract liquidation have been paid, sucﬁ balance, includiﬁg current .
income on its investment, shall bé'paid to OPM for credit to the

Fund within two years from the date this contract is discontinued.
et P S S “
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(¢) 1In thé event this ccntract is discontinued, the Contin-
gency Reserve of the Plan may be used to pay mnecessary and proper
charges against this contract to the extent that the reserves held
by the Carrier are insufficient for this purpose.

Section 3.4 Health Benefits Charges

EEESE.

» (a) The amount of charges for 1tem (b) 1n Sectlon 3.2 will be
.4(1) the paid charges, and (2) the accrued charges equltably and
reasonably determined on the basis of experience under this contract.
(b) Only‘benefits to/ghicﬁ the covered person is entitled under
this contract will be charged. However, benefits paid because of
“administrative practlces regularly followed or because of ;
administrative liberalizations or interpretations approved by OPM
will be charged. Benefit payments made erroneously but
in good feith are also chargeable to this contract providing reason-

ably diligent efforts to recover are unsuccessful.

Section 3.5 Expenses and Other Charges

The amount of expenses and charges to be included in item (cj of

Section 3.2 shall be as set out in the schedule below.

Item Amount
(1) Administrative Charges 2.5% of total subscription
- Organization _ charges plus an amount not

to exceed $7,000 for the
contract term in lieu of
actual incurred expenses.

(ii) Administrative Charges Actual, but not to exceed
Underwriter 2.5% of total subscription
charges for the contract
term. ‘ '
(iii) Taxes Actual
(iv) Service Charge $69,300 for the contract term.
. Apprczved FortReIease~20061Q2110 CIA-RDP86-00964R000200090001-6
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"Administrative Charges" means the amount c¢f expenses incurred

in the administration of this contract including, but not limited to,

the cost of maintaining the eligibility files for coverage under this

contract, the cost of investigation and settlement of claims under

" this contract, and the cost of making accountinz and statistical

<@
&
-
-

reports. Administrative expenses allocated to this contract will be
actual, necessary, incurred expenses determined on an equitable and '

reasonable basis, with proper justification and accounting support.

- The Federal Procurement Regulations, 41 CFR, Part 1-15, shall apply

in the determination of acceptable administrative expenses. On

the basis of audit, OPM may direct that adjustments not incon-

sistent with the above regulations be made and that they be

XS

“

recorded in subsequent contract term Accounting Statements.

"Taxes" means all Governmental fees and taxes which are directly
attributable to this contract.

In order to avoid possible subsequent disallowance or Qispute
based on unreasonableness or nonallocability, the Carrier may
request advance agreement with OPM as to the treatment to be
accorded ‘special or unusual cost itgms totaliing ovér $50,0QO.
Advance agreements may be negotiated either before or during a
contract but cannot be negotiated after incurrence of such special
or unusual cost. The agreement must be in writing, shall be executed
by both contracting parties, and shall not be inconsistent wi:h

other applicable provisions of the Federal Procurement Regulationms.

el e e 1/79
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, .
Section 3.6 Income on Investments

A1l funds on hand, including the Special Reserve and current
subscription charges receiveﬁ from OPM, which are in excess of

the amounts needed to make prompt payments under this contract, shall

be prudently invested. The amounts held to make prompt payments shall

SR

be the mlnlmum amounts cons15tent with the.sound operaticn of the plan.

Section 3. 7 Interim Accountlng

The Carrier will furnish, upon request of OPM, such other
e
reasonable financial reports with respect to operations under

this contract as are necessary to enable OPHM to carry out its
et g
functlons under Chapter 89 of Tltle 5, United States Code.

Section 3.8 Examination of Records

T ' The Carrier will permit OPM and the General Accounting Office

to examine such records of the Carrier as may be necessary to carry out
the purposes of Chapter 89 of Title 5, United States Code. The
Carrief will preserve records relating to a contract period for
three &ears after the close of the contract period to which the
records relate.
Section 3.9 Disputes
(a) Except as ofherﬁise provided in tbis contréct; any dispute
' concerning a question of fact arising under this contract, which is
not disposed of by agreement, shall be decided by the Deputy Associate
Directéf for Beﬁefits Policy, Compensation who shall reduce his decision °
to writing and mall or otherwise furnish a\cbpy to the Carrier. The

decision of the Deputy Associate Director shall be final and coﬁclusive,

1/79
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unless Within 60 days fromythe date of receipt of this copy the Carrier
mails or otherwise furnishes to the Deputy Associate Director a written
appeal add:eseed to the Director, Oifice of Personnel Management with a
copy meiled or otherwise furnished to OPM's designated contracts disputes
appeals authbrity, the Armed Services Board of Contract Appeals. The

‘Tdec151on of the ASBCA shall be final and conclusive, unless determined
-by a court oficompetent Jurlsdletlon to have been fraudulent,‘or
capricious, or arbitrary, or so grossly erroneous as to necessarily
imply bad faith, or noglsupported by eubstantial evidence. In
connection with aey special proceeding under this Section, the Carrier
;ﬁall 5é‘éff¢raééﬁén opportunity to be heard and to offer evidence in
support of its appeal. Pending final decision of ; dispute hereunder,
the Carrier shall proceed diligently with the performance of the
contrect in accordance with ﬁhe Deputy Associate Director's decieion.

(b) This "Disputes" clause does not preclude consideration of

‘1a§ questions in connection with decisions provided for in paragraph
(a) above: Provided, That nothing in this contract shall be

construed as making final the decision of any administrative bfficial,

representative, or board on a question of law.

ARTICLE IV - EQUAL EMPLOYMENT OPPORTUNITY

Section 4.1 Equal Employment Opportunity

During the performance of this contract, the Carrier agrees as
follows:
(a) The Carrier will not discriminate against any employee or

applicant for employment because of race, color, religion, sex

. « .Or national origin. The Carrier will take affirmative action
€ W« 13 w ~ < e .
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" or transferj recruitment or recruitment advertising; -
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to ensure that applicants are employed, and that employees are
treated during employment, without regafd te their race, color,
religion, sex or national origin. Such action shall include, but

not be limited to, the following: employment, upgrading, demotion

;.

iayéffhof*
termination; rates of pay or other forms of compensation; gnd
sélection for training, -including apprenticeship. The Carrier
agrees to post in conspicuous places, available to employees

and épplicants fqr employment, noticés to be provided -by OPM
setting forth the provisions of this nondiserimination

clause.

(b) .Ehe Carrierrwill, in all solicitations or advértisements
for employees placed by or on behalf of the Carrier, state that
all qualified applicanés‘will receive consideration for employ—
ment without.regard to race, color,—religion, sex qr national
origin.

(c) The Carrier will send to each labor union or representative
of workers with which it has a collective bargaining agreement
or other contract or understanding, a notice, to be provided

by OPM, advising the said labor unioﬁ or workers' represen-
tative of:the Carrier's commitments under this sectiomn,
and shall‘post copies of the notic; in conspicuocus places

available to employees and applicants for employment.

c.'s c‘." : t‘:ie “‘: ‘:b 3 "‘0*! - - 1/79
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(d) ., The Carrier will comply with all provisions lof Executive
Order ﬁp. lléé6 of September 24, 1965, and of the rules, regula-
tions and relevant orders of the Secretary of Labor.
(e) The Carrier will furnish all information and reporté required
by Executive Order No. 11246 of September 24, 1965, and by the
:ruies,vreguiations,fand ofders”offthe Secretary of Labor, or
pursuant thereto, and will permit access to its books, records,
and accounts by OPM and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations

ant orders.” " v e L '

(f) In the event of the-Carrier's noncompliance with fhe
nondiscrimination clauses of this contract or with any of the
said rules, regulations, or orders, this contract may be
cancelled, terminated, or suspended, in whole or in part, and

the Carrier may be declared ineligible for further Governmest
contracts in accordance with procedures authorized in Executive
Order No. 11246 of September 24, 1965, and such other sanc;ions
may be imposed and remedies invoked as provided in the said
Executive Order or by rules, regulations, aor orders of the
-Seﬁretary of Labor, or as otherwisg provided by laﬁ. .

(g) The Carrier will include the provisions of paragraphs (a)
through: (g) in every subcontract or purchase order unless
exempted by rules, regulations, or orders of the Sécretary of
Labor issued pursuant to Section 204 of Executive Ordet No. 11246
of September 24, 1965, so that sugh provisions will be binding
upon each subcontractor or vendor. The Carrier will take such

oo : 1/79
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[
action with respect to any subcontract oT purchase order as
OPM may direct as a means of enforcing such provisions,

- including sanctions for noncnmpliance: Provideé, however,
that in the event the Carrier becomes involved in, or is
threatened with, lltlgatlon w1th a subcontractor or vendor

"as a result of such dlrection by OPM the Carrier mayﬁ

request the United States to enter into such litigation to

protect the interests of “the United States.

ARTICLE V - EMPLOYMENT OF THE HANDICAPPED
| S - S , G-

LS

Section 5.1 Empleyment of the Handicapped

During the performance of this contract, the Carrier agrees as
follows:
me (a) The Carrier will not discriminate against any employee

or applicant for employment because of physical or mental

handicap in regard to any position for which the employee oOr
applicant for employment is qualified. The Carrief agrees to
take affirmative action to enploy, advance in employment and
otherwise treat qualified handicapped individuale without
discrimination based upon their physical or pental handicap in
‘all employment practices such es the following: employment,
upgradlng, demotion or transfer; recruitment, advertising,
1ayoff or termination; rates of pay or other forms of compensa-

tion; and selection for training, including apprenticeship.

1/79
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(b) The Carrier agrees to comply with the rules, regulations,
andlrelevant orders of the Secretary of Labor issued pursuant

to the Rehabilitation Act of 1973.

(¢) 1In the event of the Carrier's noncompliance with the

LR e Ao

requirements of this clause, actions for noncompliance may be
.tékéﬁfinAaCééfdéﬁcé'ﬁith.fhéaruléé;'régulétidﬁs"and reléfant
orders of the Secretary of Labor issued pursuant to the Act.

(d) The Carrier agrees-to post in conspicuous places, available
to employees and applicants for employment, notices in a form

to be.pre5cribed by the Director Bf the Office of Federal:
Contract Coﬁpliance Programs, provided by or through the contract-
ing officer. Such notices shall state the Carrier's obligation
under the law to take affirmative action to eméloy and advance

in employment qualified handicapped employees and applicants

for employment, and the rights of applicants and employees.

(e) The Carrier will notify each labor union or representative
of workers with which it has a collective bargaining agreement
or other contract understanding, that the Carrier is bound by
the terms of Section 503 of the Rehabilitation Act of 1973, and
45 committed to take affirmative action to employ and advance
in employment physically and mentally handicapped individuals.
(f) The Carrier will include the provisions of this clause in
every subcontract or purchase order of $2,500 or more,uniess
exempfed by rules, regulations, or orders of the Secretary

issued pursuant to Section 503 of the Act, so that such

| 1/79
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provisions will be binding upon each subcontractor or vendor.
The Carrier will take such action with respect to any sub-
contract or purchase order as the Director of the Office of

S ‘ - Federal Contract Compliance Programs may direct to enforce such

<. provisions, including action for noncompliance.

ARTICLE VI - MODIFICATION AND TERMINATION OF CONTRACT

Section 6.1 Annual Renewﬁl and Termination
This contract,lin its original form, became effective July 1,
'“1960;T“It~repews1autgmatica11y for gne_yea;_egch Janua:y first, unless
terminated by written notice given b& OPM or Carriér~notn1éss thaﬁur
sixty calendar days before the renewal date, or unless modified
by mutual agreement., This contract may be terminated by order of

OPM pursuant to Section 890.205 of the Regulations.

Section 6.2 Effective Date of Termination

In the event this contract is terminated as of a date other
than the end of an enrolled emplo?ee's or annuitant's then current pay -
period, the effective date of termination as to that employee or
annuitapt is deferred to the end of such pay period. The Qarrier is
.entitléd to recelve all subscription charges due for the period of

time such coverage is provided.

ARTICLE VII ~ PRIVACY

Section 7.1 Disclosure of Information

The Carrier agrees to use the personal data on employees’

e N
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anci annuitants ‘which is provided it by agencies and OPM,

incluciing social security numbers, for only thqse routine uses

stipulated for such data and published annually in the Federal
i Register as a.part of OPM's notice of systems of records.
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Personnel Management  washingtan, D.C. 20415 |

CNE

’ : Your Reference:

STAT

STAT

’Enclosed for your records is Contract (No. CS 1065) between your
organization and the Office of Personnel Management, to be
effective January 1, 1980. ;

.~ The contyact was executed for OPM on March 6, 1980.

Sincerely yours, . _

7/}. 7}24’ L e

‘eorsle M. MacWhorter, Chief

Employee Organization Plans Division
Insurance Programs

]

" Enclosure

cc: Mr. Louis Hendrickx

Mr. Norman C. Conway
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Amendment to Conttract (No. CS 1065)
between the
Government Employees Health Assoclationmn, Inc.
and the

United States Office of Personnel Management
‘The contract which became effective July 1, 1960, is hereby
amended as of January 1, 1980, as follows:
1. Section 3.9 isldeleted and the following 1Is inserted in lieu
thereof:
Section 3.9 Disputes

(a) This contract is subject to the Contract Disputes Act
of 1978 (41 U.S.C. 601, et seq.). If a dispute arises relating
to the. contract, the contractor may submit a claim to the
Contracting Officer who shall issue a written decision on the
dispute in the manner specified in DAR 1-314 (FPR 1-1.318}.

" (b) "Claim" means:
(1) a written request submitted to the Contractiag
Qfficer; ) )
(2) for payment of money, adjustment of contract terms,

. or other relief;

. (3) which is 1o dispute or remaias unresolved after a
reasonable time for its review and disposition by the
Government; and .

(4) for which a Contracting Officer’s decision is
demanded.

(c) In the case of disputed requests or amendments to such
requests for payment exceeding $50,000, or with any amendment
causing the total request in dispute to exceed $50,000, the
Contractor shall certify, at the time of submission as a claim,
as follows: ot : -

I certify that the claim is made in g;od faith, that the

supporting data are accurate and complete to the best of ny

knowledge and belief; and that the amount regquested
accurately reflects the countract adjustment for which the’
contractor believes the Government 1is liable.

(Contractor’s Name)

(Title)

(d) The Government shall pay the contractor interest:
(1) on the amount found due on claims submitted under
this clause;
(2) at the rates fixed by the Secretary of the
Treasury, under the Renegotiation Act, Public Law 92-413
(3) from the date the Contracting Officer receives the
claim, until the Government makes payment.

(e) The decision of the Contracting Officer shall be final
and conclusive and not subject to review by any forunm, tribunal,
or Government agency unless an appeal or action is timely
commenced within the times specified by the Contract Disputes Act
of 1978. :

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6
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(f) The Contractor shall proceed diligently with
performance‘of this contract, pending final resolution of any
request for relief, claim, appeal or action related to the
contract, and comply with any decision of the Countracting
Officer.

2. The biweekly subscription charges shown in Section 3.1 of
Article IIT shall be deleted and the following subscription
cHarges shall be substituted:
Self Only , $17.29
Self and Family $49.46
3. The Prenium Adjustmént Rider herewith attached, effective ST
January 1, 1980, is added to Poticy No. GMG 1799. AT
<
(l‘(
< tLs
e L2
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<
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s L3
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<
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Office of Personnel Management.

By: Ublﬁb; - ﬂ~/)/&Mst__§
: Name

[214;M4uu0 qhgiﬂdw-;L¢C;Lﬁnwww

(Qitle) 0
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’ M ‘\‘( et ¥l '|,L..'E 3 “‘ In Reply Refer To- Your Reference:
’ CNE
STAT » ) .

STAT

Enclosed for your records is a copy of an amendment to comtract (No. CS 1065)
between the Gyvernment Employees Health Association and the Office of
Personnel Management, to be effective January 1, 1981.

The amendment was signed for OPM on April 27, 1981.

1
Sincerely yours,

Georg M. MacWhorter, Chief :
Employee Organization Plans Division

Insurance Programs

Enclosure ' -
cc: Mr. Norman Conway
Mr. Louis Hendrickx
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Amendment to Contract (No. CS 1065)

between the
Government Employees Health Association, Inc.
and the

United States Office of Personmnel Management
The contract which became effective July 1, 1960, is hereby
amended as of January 1, 1981, as follows: '
1. The following is added as Section 2.5:

Section 2.5 Incorporation of Guidelines on Ccordination of
Benefits -~

<

The Coordination of Benefits Guidelines, Model Regulation Service
-~ January, 1977, prepared by the National Assoclation of '
Insurance Commissioners constitute a part of this contract as if
fully set forth herein, and the other provisions of this contract
shall be construed so as to comply therewith.

2. Section 3.9 is deleted and the following ie inserted in lieu
thereof: ,

Section 3.9 Disputes

{a) This contract is subject to the Contract Disputes Act of
1978 (Pub. L. 95~563).

(b) Except as provided in the Act, all disputes arising
under or relating to this contract shall be resolved in
accordance with this clause.

(c)(i) As used herein, "claim" means a written demand or
assertion by one of the parties seeking, as a legal
» right, the payment of money, adjustment or
- interpretation of contract terms, or other relief,
arising under or relating to this contract.

EED) A voucher, invoice, or request for payment that is
' not in dispute when submitted is not a claim for the .
‘purposes of the Act. However, where such submiasion
is subsequently not acted upon In a reasonable time,
or disputed either as to liability or amount, it may
be converted to a claim pursuant to the Act.

Page 1 of 3
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(iii)

(d)

(e)

(£)

(g)

- (h)

(1)

A claim by the Carrier shall be made in writimg and
submitted to the Assistant Director of Insurance
Programs, Compensation Group, United States Office of
Personnel Management (hereinafter referred to as the
"Contracting Officer") for decision. A claim by the
Government against the Carrier shall be subject to a
dec¢ision by the Contracting Qfficer.

For Carrier claims of more than $50,000, the Carrier
shall submit with the claim a certification that the
claim is made in good faithj; the supporting data are
accurate and complete to the best of the Carrier’s
knowledge and belief; and the amount requested
accurately reflects the contract adjustment for which
the Carrier believes the Government 1is liable. The
certification shall be executed by an authorized

of ficial of the Carrier.

For Carrier claims of $50,000 or less,; the Contracting
Of ficer must renfder a decision within 60 days. For
Carrier claims in excess of §50,000, the Contracting

Of ficer must decide the claim withimn 60 days or mnotify
the Carrier of the date when the decision will be made-

The Contracting Officer’s decision shall be final unless
the Carrier appeals or files a suit as provided in the
Act. Pursuant to 5 CFR Section 890.107, OPM has
designated the Armed Services Board of Contract Appeals
to hear appeals under this provision. :

The authority of the Contracting Officer under the Act
does not extend to claims or disputes which by statute
or regulation other agencies are expressly authorized to
decide.

Interest on the amount found due om a Carrier cléim
shall be paid from the date the claim is received by the
Contracting Officer until the date of payment.

Except as the parties may otherwise agree, pending final
resolution of a claim by the Carrier arising under the
contract, the Carrier shall proceed diligently with the
performance of the contract in accordance with the
Contracting Officer’s decision. '

The biweekly subécription charges shown in Section 3.1 of
Article III shall be deleted and the following subscription
charges 'shall be substituted: . :

Self Only $19.13
Self and Family $53.97

Page 2 of 3
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The AdjustmenE’Rider herewith attached, effective January 1, STAT

1981, is added to Policy No. GMG 1799.

D. C., this 477‘

Accepted at Washington,

day of _ %/Z{/ , 1981.
W . . .

Office of Pergonnel Management

Name)
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In Reply Reter Ta Your Reference:

. o | . JUN 4 o8

STAT

B N VR R I Y- & oI SR

STAT

: . .
Enclosed are three copies of an amendment to Contract (tio. €S 10853)
between the Government Emwployees Health Association, Inc. and the United
tates Office of Persomuel Management, to be effective Januvary 1, 1582.

All 13582 %cncract amendments previously sent for your signature and
returced to us have been voided. We have been advised by our Gifice of

. General Counsel to reword the 1952 contract zmendments, under Article I -
Ceneral Provisions - Sectiom 1.1, Incorporation of Law and Regulations, to
incorporate Chapter 16 of Title 41 of the Code of Y¥ederal Regulatiomns.
The repainder of the 1982 contract ameandments, as previously writtem, is
unchanged-

Chapter 16 of Title 41 of the Code of Federal Regulations, and those
regulations contained in Chapter 1 of Title 41 of the Code of Pederal
- Regulations which are rade applicable by Chapter 16 will be 1ncorporated
wUEtes by reference into all health benefits contracts for 1982. We arxe doing
‘ this even though we recognize certain provisions contained in Chapter 16
relating to negotiation and pricing of contracts were not adhered to
during benefit aud rate negotiations and, therefore, will not apply to
1982 contracts, but will apply to 1983 contracts. The provisioms of
Chapter 15 that do not apply to 1982 contracts are as follows:

) 16f3.80f~4‘ ‘ , Cerﬁificate of current cost or pricing data.
16-3.807-5 Defective cost or pricing data- :
1643.807-6 Refusal to provide‘cosc or pricing data;
16-3.807-7 - Unacceptable substitutes for pricing negotiations_
16-3.807~8 Evaluation and priciaz of 1ndiv1dual contracts.
16-3.807~10 - Subcontractiaog cousiderations in cost analysia-
156-3.807-50 Certificate of community rating.

- ST S N DS L SR “1»"‘c‘§N via2sa
Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6 ' danuary 1980

e b St ralY T



STAT

L R W

Approved For Release 2006/02/10 : CIA-RDP86-00964R000200090001-6

The c¢lauses set forth in Chapter 16 that do not apply to 1982 contracts
are: -

16-3.814-5C ) Price reduction for defective caertificate
: of commuuity rating- ‘
16-7.503-1 Price reduction for defective coat ox pricing
- data-

If the amendment meets with your approval, please aign two coples and

return them to ua 38 3o0n as possible. After we have received the signed
copies, the amendment will be executed for OFM aund one completed copy will
be returned to you. T .- , ‘ A

Sincerely yours, |

George M. HacWhorter, Chief
— Exployee Organization Plans Division
Insurance Programs . '

Eunclosures
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S, W Office of
= Personnel Management  washingion, D.C. 20415
; : . tn Reps, Reter To Your Reference:
cE8 10 98
CHE
STAT
STAT
Fnclosed for your records is a c6py of an amendment to Contract, (¥o. CS
1065) between the Covernment Fmployees Hospital Association and the United
States Cffice of Personnel Management, to be effective Janvary 1, 1682.
The contratt was signed for OPM on February 3, 1983. -
gincarely yours,
. ‘ . George B. Bower, Chief
FEmployee Organization Plans Division
Insurance Programs
_ . [Emclosure T
Approved For Release 2006/02/10 ¥ CIA-RDP86-00964R00‘0206090‘0’01'-6 T Jconn;zé-;h

January 1980



¢ (.

Approved For Release 2006/02/10 :,CIA-RDP86-00964R000200099,Q(f—| -6

Amendment to Contract (No. CS 1065)
between the
!

Government Employees Health Associatibn; Inc.

and the

United States Office of Personnel Management

The contract which became effective July 1, 1960, is hereby amended as of
January 1, 1982, as follows:

1. Section 1.1 (a) is reworded to incorporate the Federal Procurement
Regulations as contained in Chapter 16 of Title 41 of the Code of
Federal Regulations. -

Section 1.1 Incorporation of Law and Regulations

(a) The applicable provisions of : (1) Chapter 89 of Title 5, United
States Code; (2) OPM’s regulations as contained in Part 890 of Title 5 of
the Code of Federal Regulations; and (3) regulations as contained in
Chapter 16 of Title 41 of the Code of Federal Regulations, and those
regulations contained in Chapter 1 of Title 41 of the Code of Federal
Regulations which are made applicable by Chapter 16 [(2) and (3)
hereinafter being called Regulations] constitute a part of this contract
as 1f fully set forth herein, and the other provisions of this contract
shall be construed-so as to comply therewith.

2. The biweekly subscription charges shown in Section 3.1 of Article III
shall be deleted and the following subscription charges shall be
substituted:

Self Only . $26.32
Self and Family $67.61

3. Section 3.3 (¢) of Article III is reworded as follows:

Section 3.3 Special Reserve

(c) In the event this contract is discontinued, the Contingency
Reserve of the Plan shall be used to pay necessary and proper charges
against this contract to the extent that the reserves held by the Carrier
are insufficient for this purpose- '

4. The Adjustment Rider herewith attached, effective January 1, 1982, is
added to Policy No. GMG 1799.
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STAT
A
Accepted at Washington, D.C., this :77 day
of //;//}uu_kqu, - , 1983. .
United States Qffice
i ‘ . of Personnel Management
A By: /Q,a.:/ Q, éiw
: \ ¥(Name)
® " r [ 3 J
W /%(A/fog:—;m{é%«j/mbwa“%h /4@7/&—"&.«
(Title)
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‘ ’ : ' . ! e T Your Retererce: ‘

- ' ‘ " CNE .

| _ | N

STAT * . |

STAT

”Enbiaééd féf'your records 1s a copy of an amendment to contract
{No. £8'1063). between the Government Erployess Health ’
"Associatlion, Inc., and the Office of Personnel Management, to be
;eff%ctive Januqry i, ;980. ' R

| was sibncd for OPM on Septeuber 9, 1981.

P ,
g% ‘ Sincerely yours,

) . %
: o . K »,",“/L .
,-[4/"-;\- i : ""'"j/

/';“George M. MacWhorte Chief :
/ Employee QOrganiz ation Plans Diviaion
Iusurance Programs

/" Enclosure
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Ameng@ent to Contrmct (Nc. CS 10e5)

between the

GCovernment Employees Health Association, Inc.

| i and the
Lo

‘55§Uniteh :States Office of Personnel Hanagement 

: The3¢bntféct which became effective July 1, 1560, between the above- R

named parties, is hereby amended effective January 1, 1980, by increasing L

< the amount of the administrative charges level specified in Section 3.5 STAT '
U (41) from 2.5% to 4.0% of total subscription charges.’

()

o %

iAcéepfed at Washington, D.C., this
; : i

g

e , - ‘ |

United States Office of Personnel

' ? . Management _ -
- L o=
| ’ By: Qi»—-;’»f/&f—tﬂ»'f g"ﬁ%ﬂ

: | s ~ (Name)

| ' . | Ly Jr: 1 t
Co S - 2 S D AR

| &fdjﬂﬁﬁﬁf L e for otheGorgrptamet (rAOFRDPR
i ‘ , ATitle) G
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